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India’s Tryst with Destiny 


Over the past two decades, as India moved from its planned economy model 
towards a market-based economy, it reaped the benefits of ‘plucking low hang- 
ing fruits’: it has become the second fastest growing large economy in the world, 
next only to China. Its per capita income became $1,000 in 2007 when the GDP 
exceeded for the first time the $1 tn mark. The growth in GDP at market prices 
has exceeded 8% every year since 2003-04; savings rate went up to 37.7% by 
year-end 200,» 2 тот 22% that prevailed during the 2002-05 period; capital 
formatior, hà sone up to 39.1% from 27.6% during 2003-04; the average share 
of imp: ~and experts in GDP has risen to 32% from 6% in 1985; inflows of 
foreign “Set inyo stvent have increased to 2% of GDP from less than 0.1% in 
1990; f. . тебет cs have gone up to $252 bn from near zero in 1991; and the 
combing .isca! C ~vit of central and state governments was brought down to 
6% of GLP by 2006 fram 10% in 2002. 

Today, Tadia has become a globalized economy: the ratio of trade in goods 
and services rose to 5 1% of GDP in the last quarter of 2008 from 24% a decade 
before. Indeed, an impressive performance! Yet, The New York Times, in its op- 
ed article on January 2, 2009, preferred to comment, “Both the Chinese and the 
Indians are convinced that their prosperity will only increase in the 214 century. 
In China, it will be induced by the state; in India’s case, it may well happen 
despite the state.” What does it mean? 

It means a fat lot! Today, India enjoys strong fundamentals: in the coming 
three decades, growth in Asia is set to dominate the world economy; domestic 
savings and investment rates of India have reached East Asian levels, growth in 
manufacturing sector has finally started to pick up, India’s ‘demographic divi- 
dend’ and urbanization are all set to fuel further growth, and the rapid increase 
in the size of middle class augurs well for promoting entrepreneurship and 
consumption. And if all this is managed well with prudent macroeconomic poli- 
cies coupled with efficient governance, India—as the report prepared by the 
Centennial Group for the Emerging Markets Forum says—can become “an af- 
fluent society by 2039". 

But to become an affluent society, the report says, India must maintain a 
GDP growth rate of 9.5% per annum in the next 30 years, for which the State 
must put in place corrective measures to overcome certain handicaps, such as 
infrastructure bottlenecks, abject rural poverty, poor education and healthcare 
systems, unstable regional neighborhood, outdated bureaucracy and poor gov- 
ernance. Now the greatest challenge is: Could India move from the low level 
reforms that it has launched to the much harder next generation reforms that 
are known to generate benefits only in the long-term so as to be a ‘determined 
marathoner' to sustain the 9% growth rate over a longer period? | 

That aside, to be a ‘growth marathoner’, India must manage to transform 
itself on three fronts: one, it must become a more cohesive society; two, it must 
create a competitive and innovative economy; and three, it must behave like a 
responsible global citizen. Managing these three transformations, that too, 
simultaneously, is a great challenge. To overcome these challenges, India has to 
be governed quite differently—an “efficient, service-providing government by 
competent technocrats and honest politicians” must emerge. A longing for 
something that this country has never experienced, except perhaps intermit- 
tently for brief periods in its long history? 

But the recent happenings reveal that such a ‘government’ is certainly 
within the reach of modern India. If only Manmohan Singh lives up to the 
nation’s expectations, he is certain to pave the way for the fulfillment of Pandit 
Nehru’s dream of “India’s tryst with destiny.” 

GRK Murty 
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Although financial markets are showing signs of stabilizing, the crisis is far 
from over, in particular in many developing countries that are only now starting 
to feel its full force on their trade and economic growth. 


— Pascal Lamy, Director-General, World Trade Organization 


The stimulus package is working exactly as we had anticipated. We always 
anticipated that a big chunk of that money then would be spent not only in the 
second half of the year, but also next year. This was designed to be a two-year 
plan and not a six-month plan. 


— Barack Obama, Presicent, US 


Let us be clear: we had crises in retail banks and we had crises in invest- 
ment banks. Not one group of banks was immune from this crisis. What we 
have got to deal with, in my view, are the high-impact banks, and this is what 
the government's proposal is. 


— Gordon Brown, Prime Minister, UK 


The UNSC has not changed at all and its present structure poses serious 
problems of legitimacy. The system of two-tiered membership, which gives a 
veto to the five permanent members i.e., the nations that emerged victorious 
after the Second World War, is clearly anachronistic. 


— Menmohan Singh, Prime Minister, India 


RBI was prudent in debt management last fiscal, too. This year also, we will 
ensure that the private sector gets loan at affordable rates and does not pay 
higher interest rate. 


— Pranab Mukherjee, Finance Minister. India 


Depending on the speed of growth of assets, a change in the economic cycle 
and if there is increased growth, interest rates may increase between 25 and 
100 basis points once the busy season sets in. It depends on how liquidity is 


managed. 
— O P Bhatt, Chairman, SBI 


These are extraordinary times, lot of countries in developed world are run- 
ning large deficits because they got to kick-start the economy. So I think we 
should not be too excessively obsessed about just now at 6.896 (fiscal deficit). 


- Kalpana Morparia, CED, JP Morgan 


Ore of the core issues for the long-term growth of the Indian econemy is 
infrastructure, which needs an estimated $500 bn. This huge funding require- 
ment can only be met through public-private partnerships. Therefore, increased 
infrastructure spending and additional outlays on the government's flagship 


programs are welcome moves. 
— Deepak Parekh, Chairman, HDFC 
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US is simply not viable. Given this 
stark reality, it is but natural that a 
new call from some nations for substi- 
tuting the greenback with a new global 
reserve currency has raised many an 
eyebrow, understandably more so in 
the western world. 
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D K Pattammal— 
Carnatic Music 
Legend—Passes 
Away 





D K Pattammal, 90, who 
passed away on July 16, 
2009, was a doyenne of 
Carnatic music. Known for 
her technical brilliance as 
well as emotional appeal, 
Pattammal was hailed as 
one of the ‘women trinity’ of 
Carnatic music, the other 
two being her contemporar- 
ies M S Subbulakshmi and 
M L Vasanthakumari. Born 
in 1919 in Kanchipuram, 
India, Pattammal began 
taking keen interest in 
Carnatic music from the ten- 
der age of six; gave her first 
radio performance in the 
Madras Corporation Radio 
at 10; and started giving con- 
certs at 13. This is astound- 
ing, given the fact that young 
Patta could not undergo 
gurukula training, a norm 
those days; nor did she come 
from a family of musicians; 
her love for music made her 
attend concerts, take down 
notes on rare and intricate 
ragas and develop her initial 
skills. Her talent and love for 
music soon got her the reeog- 
nition and the opportunity to 
learn under the guidance of 
Ambi Dikshitar, the great 
great grandson of 
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Muthuswami  Dikshitar. 
Adored by her fans as well as 
music critics, Pattammal 
went on to carve a niche for 
herself in the Carnatic music 
world with her faithful adher- 
ence to tradition, deftness in 
handling technical nuances, 
and emphasis on raga bhava 
and the artha bhava. She was 
especially known for her ren- 
ditions of the compositions of 
Muthuswami  Dikshitar, 
which are even today re- 
garded as an invaluable 
guide to Dikshitar kritis by 
other musicians. Equally fa- 
mous are her renditions of the 
compositions of national poet 
Subramanya Bharati and 
Papanasam Sivan—all ren- 
dered in her unique voice and 
clear diction. Pattammal was 
one of the first female 
Carnatic musicians to handle 
the Ragam-Thanam-Pallavi, 
which was till then consid- 
ered a male bastion. 
Pattammal was also one of 
the earliest Carnatic musi- 
cians to sing in films, and her 
desh bhakti songs in Tamil 
movies like Naam Iruvar and 
Vaazhkai were so popular in 
those days that she was in- 
vited by the All India Radio to 
sing on the eve of Indepen- 
dence. She was honored with 
many awards, including the 
Padma Vibhushan. Once long 
ago, when asked how she had 
evolved an original style of 
her own, Pattammal report- 
edly said, “What is bani 
[style]? Nothing but the con- 
stant attempt to overcome 
flaws. Then, suddenly, you 
find the string is in tune. You 
hear it resounding, rich and 
true. In music, and in life.” 
And she leaves behind a rich 
heritage of music that is at 
once truthful, divine and el- 
egant. 


MJ Moonwalks into 
HIStory 


The news that the posthumous 
sēles of the albums of pop star 
Michael Jackson, who passed 
away on June 25, 2009, are con- 
stantly outperforming all the 
tcp new releases would not 
come as a surprise to anyone 
who knew his music genius. 
MJ's trendsetting album 
Triller has already notched up 
29 million copies in sales in the 
US alone and is recognized as 
the top-selling album of all- 
time, with an estimated 50 mil- 
lien copies sold worldwide. One 
of the finest artistes to have 
walked this earth, some of MJ's 
numbers like “Billie Jean”, 
“Beat It” and “Heal the World” , 
besides “Thriller”, would ever 
remain etehed not just in Pop 
Music’s Hall of Fame, but in the 
very annab of the music history 
of the world. Born in 1958, MJ 
made his debut as a lead singer 
of the Jackson 5, a singing group 
fcrmed with his four older broth- 
ers, and immediately com- 
manded attention with his pre- 
cecious talent and immense 
stage presence. He teamed up 
with Quincy Jones to produce 
his solo album Off the Wall in 
1379, which went on to sell 20 
million copies worldwide and in- 
cluded such chart-topping 
singles like “Don’t Stop “ТИ You 
Get Enough" and “Rock with 
You". Year 1982 was not only a 





watershed in MJ's career but ~ 
also in the history of Pop music. | 
For it was in that year, MJ re- 
leased Thriller, the commercially 
successful album of all-time. The 
greatness of the album does not 
lie in mere commercial success. 
Thriller was ranked number 20 
on Rolling Stone magazine’s 500 
Greatest Albums of All-Time 
list, was listed by the National 
Association of Recording Mer- 
chandisers at number three in its 
Definitive 200 Albums of All- 
Time, and was also preserved by 
the Library of Congress to the 
National Recording Registry, 
US, as it was deemed ‘culturally 
significant’. With his enthralling 
voice (which Rolling Stone de- 
scribed as extraordinarily beau- 
tiful “feathery-timbered tenor” 
that “slides smoothly into a star- 
tling falsetto” that is used very 
daringly), breathtaking feverish 
dance movements, distinctive 
backward-gliding moonwalk, 
unique high-pitched style of sing- 
ing punctuated with squeals and 
titters, trademark single se- 
quined glove, tight military-style 
jacket and aviator sunglasses, as 
well as his ever-changing young 
androgynous looks, MJ soon es- 
tablished himself as the undis- 
puted King of Pop. At the time of 
his death at his home in Los An- 
geles, the 50-year-old singer was 
preparing for a series of 50 sell- 
out concerts in London, which 
was scheduled to commence 
from July 13, 2009. But that was 
not to be. 
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MARKET NEWS 





, US Budget Deficit 
Crosses $1 Tn 


As per the official data, for 
the first time, the US bud- 
get deficit has soared to 
above $1 tn (£616 bn) in the 
first nine months of the fis- 
cal 2009 which began on Oc- 
tober 1, 2008. It is expected 
to move up to near $2 tn by 
the end of this year. The 
deficit figure is alarming 
and is likely to impede 
spending on programs such 
as health and education and 
it has further intensified 
fears about higher interest 
rates, inflation and the 
strength of the dollar. 

As the government 
scaled up spending to ad- 
dress the recession, the 
bailout of the financial in- 
stitutions has put severe 
strains on government fi- 
nances. Falling tax rev- 
enues and unemployment 
benefit spending have also 
contributed to this fiscal 
mess. So far in fiscal 2009, 
the government has spent 
$2.67 tn, but it has only 
taken in $1.59 tn. The gov- 
ernment has collected 
$685.5 bn in individual in- 
come taxes so far this year, 
a 22% drop from the $877.8 
bn the government had 
taken during the first nine 
months of 2008. Corporate 
income tax collection 
plunged 57% to $101.9 bn 
in 2009, down from $236.5 
bn in the first nine months 
of 2008. Moreover, the cost 
of wars in Iraq and Afghani- 
stan has exacerbated the 
problem. 

Whatsoever, the rising 
` deficit is making Chinese 
and other foreign buyers of 
US debt nervous, which 
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Anil Ambani Inks Deal with Steven Spielberg 


In what is seen as the big- 
gest deal in Indian enter- 
tainment industry, Anil 
Ambani's Reliance Big En- 
tertainment (RBE) has fi- 
nally sealed the funding 
for its 50:50 joint venture 
with Hollywood's iconic Di- 
rector Steven Spielberg's 
DreamWorks. The initial 
investment of $825 mn (Rs 
4,042 cr), will include an 
equity investment of $325 
mn from Reliance ADAG, 
$150 mn through Disney, 
and the remaining through 
debt financing from a syn- 
dication of banks. 

The deal will enable 
Spielberg to resume movie 
production. DreamWorks 
has not had the financial 
muscle to produce new 


could turn them into reluc- 
tant lenders down the road. 
These are mind-boggling fig- 
ures and foreign investors are 
concerned about not only the 
value of the dollar but how 
safe their investments will be 
in the long run. It could also 
force the treasury depart- 
ment to pay higher interest 
rates to make US debt at- 
tractive in the longer term. 


A New Body to 


Manage Public 
Debt 


The Government of India is 
all set to create an indepen- 
dent body called the Debt 
Management Office (DMO) 
to manage its debt, liberat- 
ing the RBI from the respon- 
sibility of conducting govern- 


films since it severed its ties | 
with Viacom's Paramount |) 
Pictures in September 2008. 8 P 
Now, with this funding, § 


DreamWorks will eventu- 
ally make 5-6 films per year. 
DreamWorks anticipates 
starting its first film for the 
new studio later this year. 
They have been actively ac- 
quiring properties and de- 
veloping projects for release 
in 2010. The film projects 
will be of a global scale and 
involve Hollywood stars 
George Clooney, Julia Rob- 
erts and Brad Pitt, among 
others. 

"This venture with Reliance 
opens a new door to our fu- 
ture," commented Steven 
Spielberg. “Their visionary 
step has given us a new set of 


ment borrowings. At the 
same time, it would allow 
the government to pursue an 
expansionary fiscal policy. 
As per the budget esti- 
mates, the government 
braces to raise more than Rs 
4 lakh cr this year to finance 
the highest ever fiscal defi- 
cit on record. Therefore, a 
separate body exclusively 
taking up this responsibil- 
ity would help RBI to focus 
more on monetary policy 
making. Finance Minister 
Pranab Mukherjee gave his 
nod to this policy reform af- 
ter the Economic Survey 
tabled in Parliament in the 
first week of July had sought 
the speedy creation of a 
DMO, which was first pro- 
posed in the Union Budget 
for 2007-08. This move is ex- 
pected to transform the face 
of Indian debt market. 





dreams to work toward.” 
Anil Ambani said: “We are 
delighted to partner with 
such uniquely talented indi- 
viduals such as Steven 
Spielberg and Stacey 
Snider. Ever since we looked 
at their business plan, I 
have never doubted that we 
would succeed in providing 
them with the financial 
muscle required to realize 
their dreams.” 


Many economists say that 
this is a crucial milestone in 
the short history of economic 
reforms in the country. Al- 
ready this system of sepa- 
rating monetary policy mak- 
ing and debt management 
has proved to be successful 
in UK and Poland. Normally, 
there would be no interfer- 
ence between the RBI and 
the DMO, but analysts say 
that a conflict of interest be- 
tween monetary policy and 
debt management may arise 
when RBI tries to function as 
an efficient debt manager, 
trying to minimize borrow- 
ing costs, especially in an en- 
vironment of rising inflation 
when the bank may be re- 
quired to maintain a tight 
monetary policy stance and 
raise rates. m 
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Hobbled by a demand crunch and falling prices, the thrust of most realtors is 


now on affordable housing. 





conomic slowdown, followed by 

the fear of job losses, liquidity 

crunch and increasing input 
costs, has crashed the market for expen- 
sive houses in 2008. Despite the in- 
creasing demand for affordable and 
low-cost housing and the huge potential 
of the segment, real estate companies 
are eyeing innovative and affordable 
housing projects, especially in times of 
economic slowdown. Estimates indi- 
cate that India has a shertfall of more 
than 25 million houses, of which 97% is 
in the low-income group. Moreover, the 
increasing urbanization projections of 
600 million urban residents by 2030, 
from the current 328 million, present a 
lucrative market for low-cost housing. 
This is the reason why top players like 
DLF, Unitech, Jaypee, Omaxe and Tata 
Housing have all joined the affordable 
housing bandwagon. After realizing the 
resident market dynamics, these play- 
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ers are changing their strategies accord- 
ingly. Earlier, they used to tap only 5% 
of the market, which got saturated dur- 
ing the slowdown. Building and selling 
affordable housing is the only way for 
realtors to survive. Most of the realtors 
have realized the truth that less profit 
is better than no profit and are eyeing 
the potential in affordable housing and 
devising ways to revive their fortunes. 
The Rs 65,000 cr real estate sector 
has started showing signs of recovery, 
with the newfound mantra of affordable 
housing, or you could call it the Nano 
effect. The industry is currently esti- 
mated to be around 5% of GDP and to 
have a growth rate of 25-30% annually. 
A recent Assocham Business Barom- 
eter (ABB) survey has found that the 
embattled realty majors see positive 
signs of recovery taking place within the 
next quarter against increasing low- 
cost housing demand and improved 


cash flows. According to a study by 
PropEquity Research, 74% of residen- 
tial apartment sales in Mumbai in the 
first quarter of 2009 came from the low- 
cost segment. The trend was the same 
in Gurgaon and Chennai too, where the 
corresponding numbers were 60% and 
58% respectively. 

Encouraging policies and robust de- 
mand for the segment are likely to hold 
the key for a speedy recovery of the sec- 
tor. After a lull in 2008, the sector is 
witnessing real actions, which include 
the high-profile launches of some major 
projects, coupled with an overwhelming 
response for their upcoming projects. 
Despite the global financial crisis, the 
Indian economy recorded a growth of 
6.7% in 2008-09, with the presence of 
real domestic demand and consump- 
tion continuing to fuel the economy, be- 
sides the renewed faith of overseas in- 
vestors weighing up the series of steps 
taken by developers to improve their fi- 
nancial position. 


Affordable housing boom 

After the overwhelming response for 
Nano car, the Tata group has entered 
the low-cost housing segment to target 
industrial workers and other low-wage 
income pool. Tata Housing has already 
announced the low-cost township to be 
built at Boisar, 100 km from Mumbai, 
in the next two years. The price range for 
houses is Rs 4,00,000 to 6,70,000. In- 
dustry pundits say that the entry of 
Tata group will bring a paradigm shift 
in the entire landscape of the Indian 
real estate sector and give many estab- 
lished players a run for their money. 
Likewise, a general softening of interest 
rates has also helped real estate play- 
ers cut their borrowing costs by as much 
as 300 basis points. Beyond these 
things, currently, affordable housing 18 
gaining momentum and seems to have 
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taken the industry by storm. Brotin 
Banerjee, Managing Director, Tata 
Housing, echoes the hope: “The demand 
for new homes has picked up in the sec- 
ond quarter of 2009 from the previous 
one. Increasing interest in affordable 
and low-cost housing is widely expected 
to help India's real estate market make 
a recovery in 2009 to 2010." 

There are increasing signs that buy- 
ers are returning to the market slowly, 
but surely. For instance, DLF's first 
residential project in Delhi recorded 
bookings of 1,400 flats on the first day 
itself. Drop in interest rates by both 
banks and housing companies is also 


because low-cost apartments will not 
be luxurious and will be absolutely tiny. 
The Tata apartments will be built on 67 
acres in Boisar, an industrial area, 
where most lower-wage commuters 
stay on rent. A typical carpeted area of 
the smallest units will be 218 sq ft and 
the largest units would be about 373 sq 
ft. 

Unlike conventional developers, the 
low-cost housing project business 
model treats land as an investor and 
not a capital base. Brotin Banerjee sug- 
gests, "To develop low-cost housing 
projects one needs to find out ways to 
bring the cost of construction down. We 


Unlike conventional developers, the low-cost housing 
project business model treats land as an investor and 


not a capital base. 


boosting housing sales. If realtors price 
their products in the right manner, they 
would find buyers without doubt. 
Neeraj Bansal, Associate Director — ad- 
visory services, KPMG, says “Afford- 
able housing will play a significant role 
in the real estate recovery over the next 
few months as developers are now con- 
necting with ‘real buyers’ for the ‘real 
prices’ and are pricing projects more 
competitively.” 


Window of opportunity 


Low-cost housing has been largely over- 


“+ looked during the housing boom. Until 


now, established builders were concen- 
trating on premium segments like new 
high rises, golf courses, luxury flats, etc. 
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have adopted the revenue-sharing 
model with the land owners so that we 
do not have to bid for land at exorbitant 
prices.” Estimates indicate that if de- 
velopers are able to roll out their project 
within 12-18 months, the returns would 
be in the region of 30-40%, almost simi- 
lar to what the IT industry enjoyed in its 
boom period. 


Challenges 

Until now, one of the biggest challenges 
for affordable housing was finance. 
Most banks were unwilling to lend 
loans to people with no credit history or 
proof of identity. However, National 
Housing Bank and National Bank for 
Agriculture and Rural Development 


came forward to provide funds to hous- 
ing finance companies to offer mort- 
gages for such buyers. To reduce risks, 
banks are demanding from buyers a 
quarter of the purchases price, with con- 
firmed income proof. Moreover, they are 
charging little more interest than those 
with an established credit history. 

Beyond finance, the other biggest 
risk is execution because developers 
have to deal with the state govern- 
ments. There are chances that ineffi- 
cient and corrupt officials can hurt de- 
velopers. Given that affordable houses 
are already low-margin projects, this is 
the reason why bigger developers are 
unwilling to construct apartments for 
middle-income groups, even when the 
downturn forced them to do a rethink. 
Though many now claim to be doing 'af- 
fordable’ housing, the prices do not sug- 
gest that, because even though they are 
building smaller houses, they are sell- 
ing them only at slightly lower rates 
than the peak rates. DLF have chal- 
lenged the practicality of Tata’s low- 
cost housing, starting from Rs 4 lakh. It 
suggested, “Such types of flats can be 
made only on zero-cost land acquisi- 
tions. We will have to see how the Tata 
group can provide flats at such cheap 
rates on freshly acquired land.” 


Issues to address 

To boost the activity of affordable hous- 
ing projects, developers must be pro- 
vided with fiscal incentives. The ab- 
sence of any direct incentive could act as 
a dampener for the industry. However, 
the Finance Minister has announced 
welcome initiatives like increased out- 
lay on schemes such as JNNURM/ 
Rajiv Awas Yojana, allocation of Rs 
2,000 cr for Rural Housing Fund, launch 
of program of housing to create one lakh 
dwelling units for Central Para-Mili- 
tary Forces. With these measures, the 
government is on the right track, but 
still there are a number of issues that 
need to be cleared up. These include: 
clear land titles, mortgage insurance, 
lack of data on credit history and timely 
credit, which is more important than 
subsidized credit. Vikas Rikhye, Prop- 
erty Consultant and Expert, suggests, 
“The government should consider the 
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Subprime Housing — India vs. the US 


« Customers had poor employment 
record—Joans were extended without 
due consideration to one's ability to pay 
(basis employment history). 


« Cost of asset disproportionately high 
compared to replacement cost; this is 
attributed to the real estate asset bubble 
in the US—hence, high risk of payment 
default. 
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industry to be a part of infrastructure 
development and provide the real es- 
tate developers with incentives to in- 
crease the investments in real estate to 
achieve the social commitment of af- 
fordable homes.” 


Another subprime? 

Experts say that affordable housing 
segment in India is not subprime like 
the US. There are fundamental differ- 
ences, both in the economic situation 
and the customer segments. In US, the 
housing market growth was linked with 
easy and plenty of cheap money avail- 
able. Most banks were tempted and of- 
fered home loans to people with poor 
and tarnished credit histories. The end 
result was that most customers failed 
to repay and started defaulting on the 





+ Target customers have regular 
employment, albeit with low income— 
with an unproven credit recorc which 
needs to be tested. 


+ Inthe low income segment, the cost of 
asset is closely linkec to the cost of land 
(esp. in peri-urban areas) leading to high 
correlation between the cost of asset and 
replacement cost; and hence low risk of 


payment default. | 





loans, which led to foreclosures and 
home sales. 

On the other hand, the scenario in 
India was completely different. The in- 
dustry had a boom which has been lim- 
ited to the middle and upper income 
segments. The segment earning be- 
tween Rs 7,000 and 15,000 has hardly 
considered either lenders or developers, 
despite the fact that the segment has 
steady income flows and employer rec- 
ommendations. Analysts opime, “Given 
that in these small-sized homes, the 
land cost represents a small percentage 
of the overall cost; the speculative risk 
is low, with a very low probability of a 
drop in these property prices.” In India, 
affordable housing acts as a driver for 
economic growth and is in no way a 
subprime like the US. A strong growth 


In the corporate jungle, 
predators often look harmless. 


Get an edge. 
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in this segment generates a huge multi- 
plier benefit, which includes employ- | 
ment generation for low-skilled daily ^ 
wage workers and a huge demand for 
related industries output, including ce- 
ment and steel. Needless to say, it will 
bring smiles to the lives of millions of 
poor people both in urban and rural In- 
dia. 


‘Affordable’ future 


Skeptics are of the view that the in- 
creasing realtor interest in affordable 
housing could be a stock market 
gamble. Just like investors, the devel- 
opers who joined the affordable housing | 
bandwagon will turn back to luxury 
projects once the slowdown is over. Re- 
gardless of this, the industry is on the 
road to recovery and is betting in a big 
way on affordable housing. As long as 
the developers devise their strategies 
based on the right demand for the right 
product, the sector will continue to see 
growth, with rising demands for afford- 
able housing. But they have to be cau- 
tious with regard to their approach 
henceforth. Let us hope that the govern- 
ment achieves its dream target of build- 
ing an affordable house for every Indian 
in the near future.m 


- № Janardhan Rao 
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Global fund management industry has succumbed to the worst ever 


financial crisis with its reputation hitting a new low. A wave of consolidation 
could help it regain its shape, but can it get back its past glory? 





lackRock Inc.’s purchase of 

Barclays Global Investors 

(BGI) on June 16 in a stagger- 
ing $13.5 bn deal created BlackRock 
Global Investors—the biggest asset 
manager in the world. The deal is said 
to unite BlackRock's expertise in fixed 
income with BGI’s renowned index 
tracking, notably through its retail arm, 
iShares. BlackRock-Barclay's deal is 
not the first or the single deal of this 
year; tae industry has been on a consoli- 
dation drive. Aberdeen Asset 
Management's buying of Credit 
Suisse's asset management arm; 
Crédit Agricole's purchase of Société 
Générale's asset management arm; 
BNP Paribas' acquisition of Fortis In- 
vestment Management; Invesco's pur- 
chase of Perpetual; and Henderson Glo- 
bal Investors’ purchase of New Star As- 
set Management are some other re- 
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cently struck deals. Industry experts do 
not rule out more mergers ahead. 

The global fund management indus- 
try prospered for the last 25 years with 
rising asset prices and exorbitant fund 
managers’ fees. However, with the un- 
foreseen descent of the “too big to fail” 
banks in the US, the industry came un- 
der heavy criticism. It witnessed a mas- 
sive decline with falling stock markets, 
heavy exodus of clients and scandals 
like the Bernie Madoff Affair. Interna- 
tional management consulting firm, 
Oliver Wyman estimates that about a 
third of the assets and 40% of the rev- 
enues have disappeared and as many 
as half the world’s asset managers are 
struggling to break even. Call for new 
regulations have still worsened the 
prospects of the industry. The report 
“Future of Investment: The Next 
Move?"— based on a survey of 225 asset 


managers from 30 countries, respon- 
sible for a total of $18.2 tn assets—says 
that increased regulation will raise 
costs and intensify competition. 
Against this backdrop, analysts opine 
that consolidation alone can change the 
facets of the industry. They reckon that 
since the fundamental economics of the 
asset-management business has dete- 
riorated, synergistic effect of mergers 
may prove fruitful. However, there are 
also diverse views on the benefits of the 
consolidation to investors, though it 
may be beneficial to the industry as a 
whole. 


Reversal of fortunes 

Given the current trend of the industry, 
it can be said with little doubt that the 
credit crisis has thrown up severe chal- 
lenges to the performance and money 
flows of the fund management industry 
and that the industry is headed to- 
wards a major restructuring. Experts 
say that fund managers are primarily 
going in for restructuring because of 
their operational gearing. Since manag- 
ers earn fees based on a proportion of 
assets under management, the fall in 
share prices have led to a sharp decline 
in their margins and consequently the 
revenues are not sufficient to even cover 
their fixed costs. According to David 
Hunt, a Consultant at McKinsey, the 
fundamental economics of asset man- 
agement has deteriorated and the rev- 
enue generated per dollar of assets has 
almost declined by around a third of the 
revenues a year ago. Even otherwise, the 
managers' fees have come down drasti- 
cally. With the equity markets stum- 
bling, they are investing more in bonds, 
where the fees are very low. Analysts 
say that they are resorting more to ‘pas- 
sive ог index-tracking strategies rather 
than high-charging 'active' strategies, 
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“In the present market conditions, mergers resulting in fund management companies 
that operate the markets globally would be more valuable, especially, if from that 
process results a widespread network of distribution channels for fund units/shares.” 


What are the reasons behind fund management companies’ opting for 
mergers? 

Carlos: One of the main reason is the economies of scale ob- 
tained, since management companies’ mergers are usually fol- 
lowed by fund mergers (namely, of the same family), which 
j allow for operating cost reductions (management and deposi- 
tary fees and also transaction costs). Furthermore, mergers 
between management companies may also occur due to mar- 
ket share reasons, with the purpose of obtaining a dominant 
position in the respective market, or to allow some companies 
to survive. Additionally, there could also be the cost of capital 
efficiency motives, since the own funds imposed on manage- 
ment companies are normally composed of a lump sum value 
of the amount of assets under management plus an ad valo- 
rem tax on marginal assets over that amount. However, I can- 
not exclude that in some cases, the motivation of the mergers 
is to hide bad performance track records. 

Luis Ferruz: With the recent crumbling of the financial mar- 
kets, M&As have increased because the funds try to bolster 
the assets and increase their sources of revenue. This situa- 
tion creates new funds, with more sources and more capital to 
invest, and these new funds can generate economies of scale, 
which produce advantages to the investors in the form of more 
profits. Another effect is that the size of the fund increases, 
‚ permitting the renewal of the infrastructure and the research 
_ teams. 


These actuations should motivate to offer fewer commissions, 
while their managers have the incentives to improve the per- 
formance. Additionally, all these things permit to be more 
competitive in the financial markets. Others reasons to merge 
are strategic reasons; for example, if a fund company wants to 
introduce a new region or market, it can merge with another 
company, which has been already introduced in this market 
and has more experience. 

How are the present mergers different from bancassurance, which was 
embraced by banks few years ago? Do you think there are any regula- 
tory hiccups for mergers in the current scenario? 

Carlos: At least in the European scenario, the recent Directive 
UCITS IV provided a very clear framework, not only for inter- 
nal but also for external mergers. There may be a difference 
between the present fund management mergers and 
bancassurance in the past, since in the first case, the main 
driver probably was the need of the same companies to ‘sur- 
vive’ due to the huge reduction suffered in the amounts under 
management (that may have forced the mergers), and in the 
second case, the main reasons probably were motivated by big 
banks/assurance companies’ need for growth (outside their or- 
ganic capabilities). 

Luis Ferruz: A few years ago, many banks failed and many 
others which survived decided to merge. This action permits 
them to continue with this activity and consolidate their posi- 
tion in the market. They improved their situation with more 


targeted against the benchmark. Also, 
the fund managers are stuck between 
selling products to retail and institu- 
tional investors. Though it is easy to 
find institutional buyers, fees are low. 
While fees are high for retail investors, 
it is very difficult to find buyers. Also, 
the lower market values of assets are 
forcing investors to redeem their assets 
and shift to lower risk assets, which is 
affecting the funds’ assets under man- 
agement. 

Most of the banks that own asset 
management arms are also keen to 
shed them, either because they need to 
raise capital to recover their losses or 
are no longer seeing a business case for 
combining deposit-taking with portfolio 
management. Therefore, the same 
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banks which spent heavily to own the 
fund management businesses in the 
past are turning into sellers. As the cur- 
rent crisis is more related to regulatory 
lapses, tightened regulation in the cur- 
rent scenario is having its greatest im- 
pact on smaller funds, whose main in- 
come is the management fee of 1 or 2% 
of the assets. According to Randall 
Dillard of Lionsgate Capital Manage- 
ment, London, investors’ demand for 
transparent and comprehensive pro- 
cesses are leading to rise in business 
costs, which many smaller firms are 
unable to afford. He also says that on 
the one hand, the management fees are 
calculated on reduced asset prices, but 
on the other hand, the performance fees 
are stalled until the funds recoup last 


year’s losses. Apart from these, fund 
houses are also not able to tap the capi- 
tal markets to raise funds. Therefore, 
falling revenues, declining fees, rising 
costs and increased regulation are 
prima facie prompting many fund 
houses to offer themselves for sale. 
Since the asset values are at their all- 
time lows, big fund managers also pre- 
fer to buy assets of smaller groups. In 
fact, the crisis has reversed the fortunes 
of the industry, paving way for mergers. 


Upshots in question 

In a downturn, mergers are seen to be 
more appealing as they spread costs 
across a wider base. However, analysts 
say merging two fund managing enti- 
ties is not that easy. Fund management 
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capital and more sources. In fact, many of them did this to 
compete in the international market where big banks domi- 
nated the markets and absorbed the smaller banks. Nowa- 
days, many banks have gone bankrupt, of which a few were 
very important and large. However, many others have sur- 
vived. Perhaps, the present mergers try to create larger insti- 
tutions and replace those who have broken. In every country, 
there is legislation governing competition in the markets to 
avoid a monopolistic market which could go against the inter- 
ests of consumers. This fact is important because the law of a 
country can determine an industry structure, with different 
effects, if it is moreor less concentrated. For this reason, there 
are some regulatory hiccups for mergers because they high- 
light the competition and offer better prices and conditions to 
the costumers. Nevertheless, facilities should also exist for 
companies wanting to merge so that they can deal with the 
critica! situation currently. 

There are various types of fund management companies such 
as monolithic brands like Fidelity/BlackRock, family-owned firms 
like Allianz, or boutique firms, which operate in niche areas. Mergers 
between what kind of firms would make valuable entities? 

Carlos: In the present market conditions, mergers resulting 
in fund management companies that operate the markets 
globally would be more valuable, especially, if from that pro- 
cess results a widespread network of distribution channels 
for fund units/shares. 

Luis Ferruz: АП kinds of mergers can create value; however, 
some will be more productive than others. On the one hand, 
the merger of monelithic brand could produce really great 
results, exploiting economies of scale, but this type of merger 
could also generate ane or two companies which dominate the 
market, and thus, can lose the incentive to create value. Fur- 
thermore, associations of family businesses ean also create 
value because the family-owned firms know the markets 


where they operate in detail, but are not fully consolidated. So 
taking advantage of their combined resources could offer bet: 
ter management and also economies of scale. Finally, the 
firms which operate in their niche areas also can create value 
as it is possible to blend the expertise of each of these niches, 
because they know best the consumer needs. 

What are the pros and cons of mergers in the fund management industry? 
Carlos: Depending on the size and type of markets (mainly, 
distribution of local funds, without relevant presence of foreign 
funds or otherwise), mergers may prove pernicious if monopoly/ 
oligopoly situations are constituted. In this case, there may be 
no incentive to pass on to the investors, since the cost reductions 
are borne by the scale effects. Additionally, investors may be 
faced with less investment alternatives, particularly, if their 
funds underperform in the market. On the other hand, in small 
markets, mergers between management companies may prove 
necessary for them to gain competitiveness if they want to run 
their business globally (even though the fundamental issue in 
fund management is not the management itself but the avail- 
ability of distribution networks to market the funds). 

Luis Ferruz: As advantages, the merging companies have 
more resources which allow them to offer better terms to cus- 
tomers, and therefore, also offer more varieties of products. 
Moreover, these companies can reach a greater number of mar- 
kets, facilitating the expansion of the company. This situation 
would allow resources to manage different markets, so that 
companies could diversify their portfolios and obtain higher 
profits. Also, management will be more specialized and im- 
proved. On the other hand, the main disadvantage is the reduc- 
tion of competition, which can create monopolistic structures, 
or markets with more concentration, where there is no price 
competition and lesser differentiated products. Also, compa- 
nies with limited resources may disappear from the market, 
unable to cope with the offers that are suggested by the big 


companies usually operate in three 
models: one, as independent companies 
with one brand name and one inte- 
grated platform like BlackRock, Fidel- 
ity, etc.; two, under family names like 
Allianz or Barclays which are mostly 
controlled by their banks; and three, as 
boutique firms which cater to niche ar- 
eas such as emerging markets. Ana- 
lysts mainly reckon that inter-model 
mergers are fraught with problems. 
Such mergers are not liked by clients 
and seldom work because of the invest- 
ment culture and process, says Peter 
Harrisen of RWC Partners, a London 
fund-management group. For instance, 
if an incependent firm takes over a fam- 
ily-owned asset management company, 
it may ind it difficult to retain its as- 
sets, because most of the customers 
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would have bought funds mainly on 
their bank's recommendation. So, it is 
always possible that they may not pre- 
fer to stay long with the new fund man- 
ager. Moreover, bridging the cultural 
and investment gap is a major chal- 
lenge. Similar is the case when an asset 
management company owned by one 
family is taken over by an asset man- 
agement company owned by another. 
However, when a boutique firm is ac- 
quired by either of the other two model 
firms, risks are less and may turn 
highly synergetic. Irrespective of the 
model challenges, there would also be 
valuation challenges, say analysts. 
Analysts are also doubtful about 
the benefits that investors derive out of 
these mergers. In fact, some of them say 
that these mergers rarely bring much 


benefit to the investors. This is because 
fund managers, whosoever is control- 
ling a fund, always try to attract inves- 
tors by highlighting their past perfor- 
mance rather than the price. Though 
there is no guarantee that the same per- 
formance would be repeated in the sub- 
sequent months, the fees continue with- 
out any proportional change to the per- 
formance. In a way, the investors are not 
given a chance to understand and ana- 
lyze any single fund's performance. 
They are just forced to invest. Another 
worthwhile point to mention is that the 
fund managers try to distribute their 
products through banks and brokers 
and in turn have to pay hefty fees to 
them. So, they are eager to claim that 
from the investors. This has been going 
on for a long time, and analysts do not 
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companies, facilitating the emergence of unfair behavior. 

. What would be the implications for investors? 

Carlos: If management companies should behave as theoreti- 
cally expected, investors would benefit from lower operating 
costs, which would reflect positively in the funds’ performance. 
However, if mergers turn the market scarce, in terms of offer, it 
may result in higher subscription and redemption fees and lesser 
investment alternatives. Furthermore, management companies’ 
mergers may result in mergers of funds of different families, so 
that in the end (not properly informed), investors would see their 
savings in a product that does fit their risk profile or otherwise 
have to support costs to redeem their shares/units. 

Luis Ferruz: The implications for investors may be more. The 
management of their resources improves and they receive new 
and better conditions by the company; for example, less commis- 
sions, plus a variety of products or services. Finally, if the new 
entity has done a better management, it will attract new inves- 
tors (private and institutional) more easily. Nonetheless, small 
investors perhaps prefer small companies because they do not 
have enough capital to enter these big companies or because they 
think that in a small company, they will have a better deal. 
Some fund managers are considering merging of funds internally, with- 
out going for external mergers. Do you think this is beneficial to the 
investors? 

Carlos: The issue of external mergers raises many difficulties 
from the tax viewpoint, since the regimes (European) are not har- 
monized. Apart from that, I see no reason why those mergers 
should not occur. Particularly, relevant would be the case of a pos- 
sible merger of several external funds of the same family, creating 
a master fund domiciled in a country, with a favorable tax regime, 
and then creating several feeder funds (that invest only in the 
Master) domiciled in several jurisdictions and benefitting from 
the local tax regime (and thus, avoiding the negative discrimina- 


tion that foreign funds face relatively compared to local funds). 
Luis Ferruz: Internal mergers can streamline the process of 
consolidation, providing lower costs of merger. All these are 
benefits to the investors because they would not have to face 
big changes and have synergies. So, in this situation, the in- 
vestors have more stability in their investment, because they 
know the policies and strategies of the funds. A possible prob- 
lem to the investors with this alternative is that the fund does 
not have so many resources as in an external merger and if the 
funds have problem, they cannot continue. 

If not mergers, what are the other means available for the fund manag- 
ers to weather the crisis effects? 

Carlos: I do not feel that a merger itself will be enough to 
tackle the crisis effect. I believe that the industry as a whole 
would recover the value of the assets under management in a 
low interest tax environment (as it is the case in recent 
months) and also when the world exchanges and economies 
show sustainable signals that the past turmoil is over. 

Luis Ferruz: If not merge, the solution is to improve the 
management, noting the strengths and weaknesses of the 
firm, to improve everything that is necessary. And until the 
environment improves, they should not be wasting resources, 
implementing adjustment measures, such as avoiding large 
bonus until they recover losses. Also, the customer should re- 
ceive continuous attention, because they must maintain their 
investment, and if an investor desires to sell or liquidate its 
investment, the company should offer better conditions or 
new proposals. Thereby, it is essential that the company dem- 
onstrates its trust in the daily management. 


*Professor, University of Porto — Faculty of Economics, Rua Roberto 
Frias, Portugal. 


**Professor, University of Zaragoza — Faculty of Business and Economics, 
Zaragoza, Spain. 


other non-core activities should be 


expect any change in this situation, 
even if any two fund houses are merged. 
In effect, there is virtually no benefit to 
the investors. The only thing that can be 
expected is that the fragmented indus- 
try with numerous small players may 
re-emerge with a few big players. Ana- 
lysts say that this is necessary because 
the industry has been facing difficulty 
in generating economies of scale. 


Unlearning to succeed 

PricewaterhouseCoopers’ survey on 
M&As says that with the hopes of sta- 
bilization being far away, many fund 
managing firms are continuing to focus 
on cost control and are giving serious 
thought to consolidation. Therefore, it is 
evident that more and more mergers 
are on cards. Nevertheless, investor 
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protection is one thing that the fund 
management houses need to give prior- 
ity. According to Jim McCaughan, CEO 
of Principal Global Investors, investors 
have been the scapegoats during two 
bear rallies that engulfed the market in 
the last nine years. Therefore, this time 
around, they are demanding all- 
weather products, which place capital 
protection at the core. He says that only 
those asset managers who understand 
and cater to their clients' risk appetite 
and their changing needs in this new 
environment will stand at the vanguard 
of the industry when markets recover. 
Some analysts also suggest that 
barring activities like investment capa- 
bilities, increased alignment with 
client's interest, service proposition, 
business capabilities as well as all 


outsourced, so that the senior manage- 
ment can focus on creating a vibrant in- 
dustry. This trend can already be ob- 
served among some asset managers 
who are responding to the demands of 
the new environment and are increas- 
ingly exploring opportunities to adopt 
variable cost models by outsourcing ad- 
ministration functions. All said, a to- 
tally new fund management industry 
can be seen evolving in the coming 
years. However, it is not clear whether 
the financial community can bank upon 
this industry to reap extraordinary 
gains, as in the past. However, let us 
hope that the same mistakes are not 
repeated and caution remains the Кеу.м 

- T Jyotsna 
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Sounding the Retreat 
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Banks globally are withdrawing from or selling their overseas 


citibank 


businesses and are focusing more on domestic operations. 





_ Ane biggest ongoing financial cri- 
sis since the Great Depression of 
the 1930s has brought forth 

radical changes and reshaped the bank- 
ing landscape across the globe. The first 
casualty of the crisis was Northern 
Rock, a medium-sized bank in UK. The 
overly leveraged nature of its business 
forced :t to seek coverage from the Bank 
of England. After a futile search to find 
a buyer for Northern Rock, the British 
government took the onus of managing 
the mortgage banker on its own shoul- 
der. The problems that rocked Northern 
Rock came as an early indication of the 
impending calamity that would soon 
imperil other banks and financial insti- 
tutions. Then, trouble brew at the US 
mortgage lender, Countrywide Finan- 
cial—which was later acquired by the 
countrys largest consumer bank, Bank 
of America. Rising concerns that the in- 
vestment bank Bear Stearns would 
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crumble resulted in its fire-sale to JP 
Morgan Chase. A crisis of mammoth 
proportions has engulfed many others. 
In between September and October 
2008, the gravest crisis was the Chap- 
ter 11 bankruptcy filing by the presti- 
gious investment bank, Lehman Broth- 
ers. The firm filed for bankruptcy pro- 
tection on September 15, following 
strings of trouble, including mass exo- 
dus of most of its employees and clients, 
severe drubbing of its stock and devalu- 
ation of its assets by the rating agen- 
cies. Subsequently, in UK, many banks 
such as RBS, Lloyds, HBOS, and 
Bradford & Bringley were bailed out, 
taken over or nationalized. 

All these instances underscore how 
pervasive has been the impact of finan- 
cial crisis on global banking. Neverthe- 
less, interestingly, it has brought about 
a tectonic change in the fundamentals 
of global banking. Given that govern- 





ments are using domestic taxpayers’ 
money to bail out banks and are there- 
fore accountable to the domestic popu- 
lation, an element of protectionism has 
come into the operations of global 
banks. Some experts are also viewing ' 
these developments as a possible 
threat to financial globalization. 
Whatsoever, banks across the globe 
are lowering credit disbursement, hold- 
ing back their businesses and are with- 
drawing from certain markets and 
products. All corners of the world have 
been affected badly and the stalling of 
new credit by the banks has been par- 
ticularly discernible in the real estate, 
retail and wholesale sectors. The Bank 
for International Settlements an- 
nounced that cross-border lending by 
banks shrank from $4.8 tn to $31 tn in 
the nine months to December 2008— 
the fastest fall on record. The report fur- 
ther adds that the banks in Western 
Europe were most aggressive in cutting 
down their lending. The worst-hit re- , 
gions have particularly been the central 
and eastern Europe. According to a pre- 
diction by the Institute of International 
Finance, net capital flows to emerging 
Europe will shrink to $30 bn this year 
from $254 bn in 2008. According to a re- 
port, "Trends in Lending”, about half of 
the growth in lending businesses in 2007 
can be attributed to the activities of for- 
eign lenders. However, as the balance 
sheets of banks globally came under se- 
vere strain during the latter part of 
2007, the contribution of these foreign 
lenders started declining. And it wors- 
ened in the second half of 2008, as banks 
further cut back on new lending abroad. 


Protectionism comes knocking 

Banks are supposed to supply capital to 
businesses and consumers efficiently; 
instead they ladled credit indiscrimi- 
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“In the foreseeable future, banks are likely to be wary about risk and this might continue 
to hold back overseas lending, largely to developing countries and emerging markets 
that are associated with higher levels of risk than most industrialized countries." 


Eversince the collapse of Lehman Brothers and the failures of Iceland's 
lenders, global banking is undergoing dramatic change, as banks 
across the globe are cutting credit lines and retreating essentially to 
domestic lending. How do you see this changing landscape in global 
banking? 

The banks are not retreating from certain markets per se, 
they are retreating from risk. If overseas lending is perceived 
to be risky, they would retreat from overseas markets. In 
addition, the widespread nature of government bailouts has 
put political pressure on banks to prioritize domestic lend- 
ing, since the bailout money comes from domestic taxpayers. 
The political pressure on banks might recede within the next 
couple of years, once banks are able to repay government 
loans and as the governments offload their stakes in the 
banking sector. However, in the foreseeable future, banks are 
likely to be wary about risk and this might continue to hold 
back overseas lending, largely to developing countries and 
emerging markets that are associated with higher levels of 
risk than most industrialized countries. The resultant seg- 
mentation of the global market for credit is likely to keep the 
cost of bcrrowing high for the average borrower. irrespective of 
the nature of the monetary policy pursued by central banks. 
Banks are also scaling down their overseas businesses and withdraw- 
ing from certain markets and products. How do you see these moves? 
There are two forces at work. First, there is an element of 
self-selection, whereby relatively prudent and conservative 
banks are more likely to survive this crisis without signifi- 
cant damage done to their balance sheets. However, by their 
very nature, these banks are more reluctant than others to 
gain exposure to certain markets and products. Second, 
other banks whose gambles have not paid off—think of 
HSBC in the US subprime market—will develop prudence 
perforce. This could result from shareholder pressure to 
change business models, or from greater oversight from 
newly empowered regulators, or from greater cost of capital 


if the lost gambles result in loss of credit rating. However, 
despite these forces, unless the Glass-Steagall Act is rein- 
troduced in some other form, retreat from markets and prod- 
ucts may prove to be a short-term phenomenon. 

Are the countries across the globe resorting to financial protection- 
ism? Do you think that financial globalization is at risk? 

Given that governments are using domestic taxpayers’ : 
money to bail out banks, and are therefore answerable to the 
domestic population, there is inevitably an element of pro- 
tectionism. This is now playing out in the non-financial sec- 
tor as well, e.g., the auto industry. However, not only are the 
banks likely to lobby hard against such protectionism, fi- 
nancial protectionism is also not in the best interests of glo- 
Ба] powers themselves. In a world with firewalls around na- 
tional borders, China and Japan would be left with an excess 
supply of financial resources, while the US would be left with 
an excess demand for such resources. The outcome would be 
unpalatable for the US and Japan-China alike. Hence, it is 
more likely that the major players in the global economy 
would come to some kind of an agreement about a common 
set of tougher regulations—think Basel III, IV and V, if you 
want—to ensure that protectionist trends do not gather 
pace. 

Haw do you see the future of global banking? 

In the medium run, it would emerge healthier and stronger, 
as banks with weak balance sheets fall by the way side, and 
as banks that survive become more prudent about pricing 
risk. What will happen in the long run is anybody's guess. 
The world has periodically experienced credit bubbles and 
banking crises. So, unless there is a more radical change in 
the playing field than what has thus far been proposed by 
governments and regulators, there is nothing to suggest that 
a crisis would not visit us again in the future. 


*Economics and Finance Group, School of Social Sciences, 
Marie Jahoda, Brunel University, UK. 


nately. Experts opine that this un- 
bridled expansion spree, careless lend- 
ing and dabbling in esoteric financial 
instruments have put the banks across 
the globe in jeopardy. The market capi- 
talization of the banking industry 
started declining—the total market 
capitalization of the banking industry 
plunged by more than half in 2008, 
erasing all the gains it had mustered 
since 2003. The governments have come 
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up with rescue packages and encour- 
aged banks to lend more to the domestic 
sector by backtracking trom overseas 
lending. The government :s thus putting 
pressure on the local banks to focus 
more on boosting their economy through 
greater domestic lending—because as 
socially responsible corporate entities, 
banks cannot go scot-free. With the bal- 
ance sheets of several banks under 
stress and the memories of the troubles 


experienced in Irish and Icelandic banks 
still fresh, banks are now treading a 
cautious route. In the UK, banks which 
have received capital assistance from 
the government or have applied to its 
asset protection scheme have official 
agreements to raise their domestic 
lending. Even many other banks have 
informal agreements, as governments 
embarked on moral suasion to get 
credit lines growing. 
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For example, Barclays pledged to 
lend UK customers loans of about £11 
/ bn, although it has not taken any capi- 
tal infusion from the government. 
Lloyds and RBS have also promised to 
increase their lending to the domestic 
sector, and as reciprocity, the govern- 
ment is insuring combined assets to the 
tune of almost £600 bn for these two 
banks. Even before RBS signed up for 
the government’s asset protection 
scheme, Chief Executive, Stephen 
Hester signaled the change in the 
bank’s strategy. He added that “Royal 
Bank of Scotland has to significantly 
’ reduce its balance sheet, and that 
means lending less. We can do that 
through our global operations and yet 
protect our UK customers and lend 
more to creditworthy sections of the 
UK. This is our plan." The same trend 
is being observed in other countries 
too. In the US, banks that have re- 
ceived financial assistance from the 
Troubled Asset Relief Program 
(TARP) have come under strain to allo- 
cate funds to domestic businesses and 
homeowners. In Austria, the banks 
that issue debt through government's 
debt-guarantee scheme are formally 
committed to lend to local small and 
medium-sized enterprises and house- 
holds. The same has been the case in 
, France, where banks that borrow from 
SEEF, a state-backed special purpose 
vehicle established to finance the 
economy, must agree to maintain an an- 
nual growth in their lending of 3% to 4%. 

Some experts view that these gov- 
ernment-sponsored programs are put- 
ting financial globalization in peril. 
However, it is not uncalled for as the 
taxpayers have helped in the arrange- 
ment of capital and shouldered consid- 
erable risk to support the banking sys- 
tem. Hence, the banking system should 
also reciprocate in times of need of the 
the domestic economy. 


Asset sales frenzy 

There is another pertinent issue of 
scramble for capital that most ag- 
grieved banks are facing. Many crisis- 
stricken banks are selling some of their 
international assets as part of their 
survival strategy. In May this year, 
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Citibank disposed of its Japanese secu- 
rities unit, Nikko Cordial, to Sumitomo 
Mitsui for $7.9 bn. Previously, Citi had 
sold its retail banking operation in Ger- 
many. Also, in May, another US bank, 
Bank of America, had raised $7.3 bn by 
selling one-third of its stake in China 
Construction Bank, following the expi- 
ration of a lockup period on the invest- 
ment. The threatened bank took the de- 
cision to dispose of its large stake after 
the US government's stress test of 19 
banks found that it needed to raise $34 
bn in capital. UK-based UBS and RBS 
have also parted with their stakes in a 
Chinese bank this year. In April, UBS 
sold its Brazilian subsidiary, Pactual 
for a small loss of $2.5 bn, just three 
years after buying it. Moreover, RBS is 
in the throes of disposing of its Asian 
retail business to ANZ Bank. 


Back to basics 

Governments and regulators across the 
globe are under severe pressure to see 
that there is no recurrence of the bank- 
ing failures that have put the world into 
a tailspin for the past two years. Now 


Global Banking 


the regulators need a lot of serious 
thinking about what the capital archi- 
tecture of the banks should be like. 
Whatsoever, after more than two de- 
cades of outstanding growth, banks 
across the globe are getting used to an 
environment of tighter regulation and 
slower economic growth, increased gov- 
ernment intervention and a threat to 
the previous pace of globalization. It is 
said that enhanced regulation will par- 
ticularly strike at the cross-border 
banking activity and there would be a 
distinct shift to ‘back to basics’ trend in 
global banking, emphasizing more on 
healthy balance sheets. Though this 
trend will jeopardize the process of fi- 
nancial globalization that had been at 
the core of the phenomenal proliferation 
of financial integration in the past two 
decades, in the medium term, the re- 
maining or the shrunk banks would 
emerge healthier and stronger, as 
banks with fragile balance sheets will 
fade out. 


– Y Bala Bharathi and Sanjoy De 
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Opportunity in Crisis? 









Asian banks have learned their lessons well from the Asian crisis of a 


Sy 
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decade ago and their balance sheets are typically stronger. 
Notwithstanding this relative strength, they are far from immune to the 


global financial crisis. 





or the first time after World 

War II, the US, Europe and Ja- 

pan are simultaneously in re- 
cession. Yet, Asia’s fastest growing ma- 
jor economies, Chima and India ex- 
panded more than 7% in 2008 and ex- 
pected to grow 5-7% in 2009. Despite all 
the gloom, it is still geod growth. Asian 
economies are in a strong position to re- 
sist the pressures emanating from the 
West. With sound macroeconomics, the 
region is in shape to withstand the glo- 
bal financial crisis because of their low 
debt levels, high savings rate, large for- 
eign exchange reserves, resilient finan- 
cial systems and falling inflation. The 
consumption-to-GDP ratio in the region 
has been very much lower than in the 
West. For instance, Chima’s private con- 
sumption-to-GDP ratio is a mere 35%, 
compared to more than 70% in the US. 


22 August 2009 | 


Moreover, economies in the region are 
much more integrated and are less sus- 
ceptible to the developed economies than 
a decade ago. The region has still many 
attractive sectors and its banks are 
sound, unlike in the West. Bamking regu- 
lators continue to ensure that the banks 
have enough capita! to undertake the 
risks. Asia’s banks have been in a better 
position to deal with the current finan- 
cial crisis compared to their Western 
peers partly because of the lessons 
learnt from the Asian crisis. The latest 
trends indicate that the world’s eco- 
nomic center of gravity may be shifting 
from West to East. 


Relatively unscathed 

The global financial crisis may have 
devastated banks in the West but the 
story is different in East. Asia’s banks 


have been injured but are not collaps- 
ing. Unlike in the West, Asian govern- 
ments haven't had to resort to massive 
bailouts as in the case of Citigroup and 
American International Group (AIG). 
Despite the downturn, some of them are 
expanding, while their counterparts 
have collapsed. Asia's banks are hoping 
that reforms made after the 1997-98 
Asian crisis would help them outstrip 
the challenges posed by the global eco- 
nomic meltdown. Since September 2007, 
Asia's central banks have reacted aggres- 
sively by introducing various monetary 
measures in the form of liquidity injec- 
tions and interest rate cuts. Globally, the 
total write-downs related to toxic debt 
continue to rise and have already ex- 
ceeded $1 tn, while Asia's share of the to- 
tal has been steady throughout and only 
around 3%. According to Bloomberg, Asia 
currently accounts for only $24 bn of $550 
bn in global subprime-related loan write- 
offs. Relatively, very few banks bought 
into the promises of US mortgage-backed 
assets. 

Banks are relatively intact, given 
their conservative lending and stronger 
balance sheets, tighter bank supervi- 
sion and better risk management sys- 
tems, compared to their counterparts in 
the US and Europe. Virtually, every 
East Asian country acted spontane- 
ously and banking systems have been 
able to deal with the crisis so far. They 
do not have significant exposure to toxic 
assets such as Collateralized Debt Ob- 
ligations (CDOs), albeit valuations 
have fallen in tandem with global 
banks. Besides, Asian banks stand to 
benefit from the high savings rates of 
their domestic depositors to lend and 
invest. Jerry Chien, Managing Director, 
Moody's Asia Pacific, opines, "The 
milder impact of the financial crisis 
thus far means that Asian banks may 
have relatively more resources to cap- 
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ture market opportunities when the 
| market stabilizes and then look for the 
$ next stage of growth.” 


Stronger than the US? 

Many bankers in the region have 
learned their lessons from the 1997-98 
crisis. Japanese banks had the bitter 
experience of a real estate crash that 
kept economic growth on hold through 
much of the 1990s. In the aftermath of 
the crisis, banks are lending cautiously, 
avoiding the kinds of high-risk, high-re- 
turn bets. Today, Asia’s markets are 
tumbling, but their banks are not. So 
far, Asian banks have warded off the 
crisis of failures that have smitten the 





US and Europe. By keeping themselves 
away from risky US securities, prudent 
lenders benefitted from the current cri- 
sis, while troubled Western banks seek 
fresh capital. James McCormack, head 
of Asia-Pacific sovereign ratings at 
Fitch Ratings in Hong Kong, says, 
. “Were not really seeing а lot of pressure 
. on Asian bank systems. They just didn't 
seem to build up their exposure (to US 
subprime loans) in a way that other 
banking systems did." This is mainly 
because the financial crisis (US housing 
bubble) began at a time when emerging 
Asian economies were offering ample 
lending opportunities. Therefore, there 
was less pressure to buy sophisticated 
US derivatives. 

Though the global economic slow- 
down impacted the region's export-led 
growth, bankers are riding high on 
healthy balance sheets, and more impor- 
tantly they are not saddled with toxic 
assets. Cyn-Young Park, Senior Econo- 
mist, Asian Development Bank (ADB), 
elucidates ^A culture of risk aversion un- 
derscores the differences between the 
US and Asian financial markets, regula- 
tors are more hawkish on monitoring 
banks, and companies are less likely to 
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Though the global economic slowdown impacted 
the region's export-led growth, bankers are riding 
high on healthy balance sheets, and more impor- 
tantly they are not saddled with toxic assets. 


pile on debt so soon after the last crisis, 
which led to waves of bankruptcies." 
Amidst the looming dark clouds of finan- 
cial turmoil and economic recession, 
western banks are struggling to survive, 
while Asian banks are on the growth 
path backed by strong liquidity and con- 
tinuing growth of private banking and 
wealth management activities. 


Next global banks? 

The Banker magazine's latest Top 500 
Financial Brands listing highlights the 
emergence of Chinese banks as signifi- 
cant players on the international stage. 
Three Chinese banks have been listed 
among the top 25 global brands. These 





include Industrial and Commercial 
Bank of China, ranked 15%; China Con- 
struction Bank (17%); and Bank of 
China (227), With these latest 
rankings, analysts have started debat- 
ing on the issue whether China can pro- 
duce the next global banks. The report 
says that banks based in rapidly 
emerging markets such as BRIC (Bra- 
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zil, Russia, India and China) are con- 
tinuing to benefit from rapid economic 
growth in their territories. Three Bra- 
Пап banks are ranked 42%, 45 and 
53", while Russia's Sberband is ranked 
at 55" and India's State Bank of India 
at 59%, 

Supported by behemoth domestic 
economy, Chinese banks are gearing up 
to outgrow American financial institu- 
tions. In fact, one of the few bright spots 
in the mainland is the surprising 
strength of China's banking system. 
Remember, a decade ago, Chinese 
banking system seemed on the verge of 
collapse, but they have come a long way 
after the banking reforms, and now the 
picture is completely different. Pieter 
Bottelier, Professor at Johns Hopkins 
and a former World Bank official, notes, 
"The irony is that 10 years ago, China's 
banks were among the weakest in the 
world and today they are among the 
strongest, however primitive their sys- 
tem." 

Banks in BRIC economies are 
emerging stronger than their counter- 
parts. While former global powerhouses 
like Bank of America and Citigroup are 
struggling with toxic assets, banks in 
China and India, which are little known 
outside their home countries, now have 
the wherewithal to expand internation- 
ally. Chinese and other Asia-Pacific 
banks are thriving in many parts of the 
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global marketplace and have the poten- 
tial to become tomorrow's global giants. 
These banks are now on a shopping 
spree to buy Western banks, mainly 
those that have been bailed out by their 
governments. 


Challenges remain 

Asia’s economic ambition to become the 
world’s next financial hub is also facing 
major challenges. While the erratic 
stock markets are eroding bank assets, 
the global downturn is pulling down the 
region's export-driven eeonomy. These 
developments may increase bad loans 
from failing firms. For instance, the 
banking system in South Korea is prob- 
ably the most vulnerable with low capi- 
tal adequacy ratios and high loan-to-de- 
posit ratios. Increasing bad loans may 
impact adversely Korea's bank balance 
sheets as economic growth slows. Ana- 
lysts say the global slowdown will even- 
tually hurt banks in the region. 
Singapore-based Emmanuel Daniel, 
Founder and CEO of The Asian Banker, 
warns, "The quality of borrowers within 
Asia will come into question and that in 
turn will affect the banking industry. 
This is the big one that Asian banks are 
bracing themselves for." 

Banking pundits say, “While Asia’s 
banks may have averted the worst of 
the subprime mortgage crisis, they 
haven’t been immune to pressures from 
the global slowdown and market tur- 
moil.” Going ahead, they may face rising 
credit costs and increasing bad loans. 
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Financial institutions in Japan are suf- 
fering massive losses on their 
shareholdings. They are now trimming 
down their profit foreeasts and reassess- 
ing risk and are struggling to raise cash 
by issuing new shares. Hong Kong-based 
banks with heavy exposure in China are 
vulnerable; slowing growth, factory clo- 
sures and cooling preperty values could 
lead to more defaults. Even China’s 
banks are wrestling with both internal 
and external factors like a shallow tal- 
ent pool, shortage of managerial exper- 
tise and problems related to local cur- 
rency which is not convertible. Moody's 
Chien acknowledges that the immediate 
road ahead looks rocky. He further adds, 
"Asian banks will be well-positioned to 
take advantage of a recovery once it does 
emerge. With more experience with fi- 
nancial crises and risk management, we 
hope that banks in Asia will be better 
equipped with the krowledge and infra- 
structure to deal with the next round of 
prosperity." Meanwhile, Moody's has 
downgraded a host of banks across Asia. 
It has cited the “constraints faced by gov- 
ernments in supporting their financial 
systems at a time when countries face 
more pressure to service their debts" as 
the reason for this move. 


India looks good 

Despite the global financial crisis, In- 
dian banks are wel insulated them- 
selves, thanks to gevernment restric- 
tions on convertibility which prevented 
them from getting overseas exposure. 
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Besides good risk management skills 
under prudent regulations, India’s 
banking sector has established its su-^ 
premacy over its western counterparts. 
According to the latest findings of the 
Associated Chambers of Commerce and 
Industry of India (ASSOCHAM), aver- 
age Capital Adequacy Ratio (CAR) of 10 
commercial banks (PSU) improved from 
12.35% in FY2007-08 to 13.48% in 
FY2008-09, as per Basel II norms. It 
shows that the sector has remained un- 
affected and weathered the storm during 
the fiscal. Steve Lindo, Executive Direc- 
tor, The Professional Risk Managers’ In- 
ternational Association (PRMIA), ap- · 
preciates the central bank for its forward 
initiatives. He adds, “Under RBI’s regu- 
lation, Indian banks avoided some of the 
harmful practices by the western banks. 
Diluting government equity in public 
sector will lead to better efficiency, more 
customer orientation and moderniza- 
tion of the system.” On the whole, the 
health of the banking sector, in general, 
is in good shape. 


Immune to global developments 

Experts say Asian banks are yet to 
fence themselves from the global reper- 
cussions, as the region’s economic 
growth is strongly linked to export 
growth. So, as long as the global down- 
turn continues, Asian economic growth 
is bound to suffer, and this in turn will . 
affect the region’s banking sector as 
well. Asian banks, which are once 
thought to be safe from the global finan- 
cial crisis, are now hurting. ADB is of 
the view that “Developing Asia is not 
immune to global developments, but 
neither is it hostage to them. In the 
near-term, Asia’s structural transfor- 
mation, robust productivity growth, and 
favorable policy climate will continue to 
support healthy growth. The outlook for 
credit may well tighten, but the regional 
financial system—which is still mainly 
built around bank credit—should be 
largely insulated from the huge 
deleveraging now under way in the US.” 
The outlook for Asian economies as well 
its banking sector will remain tough іп № 
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New Global Currency 


A Clarion Call 


А global economic recovery sans the US is simply not viable. Given this ~~ 
— Stark reality, it is but natural that a new call from some nations for 
~ Substituting the greenback with a new global reserve currency has raised 
— Many an eyebrow, understandably more so іп the western world. 
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"It's a serious proposal and I don't 
think even the proponents think of it as a 
short-term issue but rather a long-term 
issue that merits serious study and con- 
sideration." 


— John Lipsky 
First Deputy Managing Director, IMF 


elieve it or not, the idea of 
recoupling is back in vogue, 
thanks to the current global 
economic crisis, which has dealt a seri- 
ous blow to the decoupling theorists 
who only till recently made us believe 
that the rest of the world economy had 
got detached from the US economy and 
hence was immune to any future US 
economic shocks. But even as recoupling 
is clawing its way back in to popular 
economic lexicon, some nations, notably 
China and Russia, have made a strong 
pitch for a new global currency to re- 
place the dollar, which has enjoyed the 
status of global reserve currency for the 
last seven decades but is now literally 
under siege owing to an ever inflating 
US fiscal deficit. The anxiety of these 
nations, majorly emerging economies, 
is not difficult to understand though. 
For, countries like China, Russia and 
India are now sitting pretty on huge for- 
eign currency reserves, of which dollar is 
the dominant currency. The huge 
buildup in their dollar reserves has 
been in the making owing to their strat- 
egy for long of accumulating forex re- 
serves, which were further fueled by ris- 
ing portfolio inflows in recent years. 

In fact, in the last two decades of glo- 
balization, financial transactions 
among countries—involving multiple 
currencies—increased by leaps and 
bounds. By the end of 2008, dollars in 
central banks' reserves across countries 
accounted for 64% of total foreign ex- 
change. However, economic vices in the 
form of mammoth trade deficit, fiscal 
deficit, high inflation, negative real in- 
terest rates and depreciating dollar 
have put the US monetary policy under 
severe stress, thereby creating uncer- 
tainty for countries which have seen 
their foreign exchange reserves deplete 
in value. This, in turn, has created a per- 
fect stage for political leaders, espe- 





New Global Currency 


cially from G20 nations, to raise their 
views on replacing dollar with a single 
global reserve currency, may be backed 
by either gold or a basket of internation- 
ally traded commodities, and which will 
have stable purchasing power. 


The growing outcry 

Contrary to popular perception, the 
idea of a single international reserve 
currency is not a new one. In fact, it was 
John Maynard Keynes who in 1944 first 
proposed the notion during the Bretton 
Woods conference. Since then, the issue 
has been raised during every financial 
crisis; for instance, in its wake, the 1997 
Asian Financial Crisis led to a similar 
debate. However, the outcry (against 
dollar) is now getting louder as the 
world struggles to recover from the 
worst economic crisis in decades. The 
reason is: though the total foreign ex- 
change holdings, worldwide, increased 
to an estimated $6.7 tn in 2008 from $2 
tn in 2001 and the dollar's share shrunk 
from 5446 in 2001 to just about 4096 by 
2008, while the euro's share improved 
from 14% to 16%, during the same pe- 
riod, the greenback continues to be a 
dominant currency in the total global 
holdings. The issue therefore gained se- 
rious world attention when in March 
this year China's Central Bank Gover- 
nor Zhou Xiaochuan called for creation 
of a ‘super-sovereign reserve currency,’ a 
week ahead of the G20's scheduled 
Summit in London. In his speech titled, 
"Reform the International Monetary 
System," dated March 23, 2009, the 
Governor said, “The outbreak of the cur- 
rent crisis and its spillover in the world 
have confronted us with a long-existing 
but still unanswered question, i.e., 
what kind of international reserve cur- 
rency do we need to secure global finan- 
cial stability and facilitate world eco- 
nomic growth, which was one of the pur- 
poses for establishing the IMF?” This 
new currency, he said, “not only elimi- 
nates the inherent risks of credit-based 
sovereign currency, but also makes it 
possible to manage global liquidity.” 
China has found an able ally in Russia 
which too has let its concerns become 
public, signaling for the first time its 
strong unhappiness with dollar’s di- 
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minishing stature and hence depletion 
of its currency reserves, to the Obama 
administration. Earlier in the month, 
before PBC's Governor's speech went 
public. Russia made a call for an over- 
haul of the global financial architecture, 
concerned over the dollars diminishing 
value, &midst desperate bailout mea- 
sures worth a trillion dollar from the 
US Federal Reserve. Russian Presi- 
dent Dmitry Medvedev reiterated his 
country's concern when he urged world 
leaders to think about creating a new 
currency system. “We cannot develop in 
the nex: 10 years if we do not create a 
new infrastructure including new (cur- 
rency) systems," he said on the eve of 
the crucial G20 Summit in London on 
April 2. He emphasized on creating a 
new firancial architecture to better 
power the global financial organiza- 
tions like the IMF and the World Bank 
that were created more than 60 years 
ago under entire!y different global con- 
ditions. ^We need to think about how to 
give them the status of modern, vital 
institutions," he told while warning 
against the after-effects of protectionist 
measures adopted by some nations in 
response to the ongoing economic crisis. 

Russia has the third largest cur- 
rency reserves in the world, behind 
China and Japan, but holds almost over 
half of its reserves in the US dollar. 
Though, of late, it has been reducing its 
exposure to the greenback in favor of 
more robust currencies like pound and 
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euro as well as gold. Russia, which sub- 
mitted a list of propesals to the G20 
Summit, has demanded among others 
creation of a new reserve currency, to be 
issued by international financial insti- 
tutions. Other members of the BRIC 
nations, India and Brazil, too have 
backed the idea. In fact, in the recently 
held BRIC Summit, leaders from Bra- 
zil, Russia, India and China, which ac- 
count for 42% of the total global dollar 








reserves, conveyed their concerns about 
the stability of the dollar and cautioned 
the usage of the US dollar across na- 
tions. The BRIC leaders called for “a 
more diversified international mon- 
etary system” and a larger representa- 
tion of developing economies in interna- 
tional financial institutions along with 
meatier role for their currencies in the 
global monetary system and trade. 

In the meanwhile, leaders from de- 
veloped nations have said that they 
were not ‘allergic’ to it, Reuters quoted 
an anonymous expert as saying. How- 
ever, Britain has been unequivocal in 
its support for the creation of a new (cur- 
rency) system when the British Prime 
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Minister Gordon Brown said, “Birth 
pangs of the new global order, cross-bor- 
der supervision and wherever it is nec- 
essary better surveillance of the world 
economy. I have no doubt we'll have an 
international monetary fund that looks 
more like an independent central 
bank." 

Expectedly, the idea has not gone 
down well with the US. “I don’t believe 
that there's a need for a global cur- 


What further strengthens euro's candidature as a 
substitute to dollar is the fact that it is also highly 
liquid like its US counterpart and is the second most 
actively traded currency in the world. 





rency, the US President Barrack 
Obama said while rejecting China’s call 
for a new reserve currency as an alterna- 
tive to the dollar. 


Quest for an alternative 

The dollar has been under significant 
pressure in the last few years even be- 
fore the unfolding of the financial crisis, 
which has further weakened it. In fact, 
the dollar has lost almost a third of its 
value vis-a-vis a basket of major curren- 
cies since 2002. For instance, in October 
last, Canadian dollar appreciated to 
reach a record high of 80 US cents for 
the first time in more than a decade. 
The dollar also fell to a record low 
against the yen since 2002. The continu- 
ous depreciation of dollar has raised se- 
rious questions about its status as the 
global reserve currency. Experts say 
that if dollar continues to depreciate it 
may discourage central banks across 
the globe to use dollar as the principle 
reserve currency and seriously consider 
replacing it with currencies such as the 
British pound, more notably, euro, 
which continues to strengthen against 
dollar since its inception a decade ago 
and has also fortified its integration 
with the global financial markets well. 
What further strengthens its candida- 
ture as a substitute to dollar is that fact 
that it is also highly liquid like its US 
counterpart and is the most actively 
traded currency, next only to the dollar. 
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“With the multi-differences іп GDP and purchasing power parity, it is almost impos- 
sible to implement a single global currency to be circulated among the world.” 


Do you think the global financial crisis could have been curtailed if a 
single global currency had been implemented? 

Wong: If we focus just on the matter of financial crisis, imple- 
menting a single global currency may not necessarily solve the 
meltdown. By definition, we should be clear that the objective 
of utilizing one single currency is to unify the economic system 
among many countries. Nevertheless, after a decade, the 
eurozone is still struggling to keep this benchmark with the 
euro currency being used by 16 nations now. 

Till date, the eurozone has not been successful in synchro- 
nizing their treasury instruments with the various differences 
in yields among the 16 nations, thus causing an imbalance in 
the foreign capitalization among the 16 nations. During the 
inflation over the last few years, a higher key interest rate was 
generally set to facilitate the major economies, while the 
weaker ones found themselves hard to poise in the fast 
growth. At the current recession, it will be worst for these 
weaker nations to survive the competition. 

With the multi-differences in GDP and purchasing power 
parity, it is almost impossible to implement a single global 
currency to be circulated among the world. However, it may be 
a theoretical optimism to stimulate faster growth for the 
group nations that are unified with a single currency. In the 
event of global financial crisis like the current one, such policy 
could be dreadful, as the overall recovery will be sluggish due 
to the majority failure. 

Pritchard: Having a single world currency at the time the fi- 
nancial crisis emerged would likely have made matters only 
worse than they are. A single currency limits individual country 
monetary policies. A ‘one size fits all’ monetary policy would not 
fit well since some countries like China continue to have growth 
economies, whereas others have contracting economies. A 
single currency and single monetary policy would only exacer- 
bate development of solutions that will lead to worldwide eco- 
nomic growth. 

What kind of approach is required for creating and implementing a 
single global currency? 

Wong: Broadly speaking, the main purpose of implementing a 
single global currency is to remove the differences of currencies 
and improve bilateral trade ties. Since it is tough for two or 
more counterparts to agree on the free-floating currency ex- 
change values and regulate their economic pace at the same 
growth, it will be more constructive for the group of participat- 
ing nations to mutually transact their import/export activi- 
ties by using a common currency agreed by all parties. 

In addition, they can work out a Free trade agreement or 
excise grants in order to encourage higher trade and mutual 
consumption of the products made within the regions. This 
can largely lend support and expedite growth among these 
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participating nations. On top of this, member-nations can en- 
courage the counterparts to cross set up manufacturing plants 
and invest in the participating countries by granting corporate 
tax incentives. 

In this case, it will be feasible for the regional countries to 
form economic alliance for strong mutual growth and inter- 
trade reliance. However, it is important to appoint a trade 
leader within the participating nations with firm growth rate 
and economic system to lead. Unfortunately, this could lead to 
uncompromising dispute when dealing with a nation belong- 
ing to another group of trade-nations when that leading nation 
insists in using their currency for trade exchange. 

Pritchard: I do not believe having a global currency is feasible 
or particularly desirable. It might be useful to have a market 
basket of currencies plus gold used as a basic reserve currency. 
Such a defined market basket might also be useful for denomi- 
nating the value of oil contracts since, at present, all oil con- 
tracts as well as many other contracts for commodities are 
denominated in US dollars. 

What role do you see BRIC economies playing in pushing for a single 
global currency and how will it affect them? 

Wong: Take China for instance, their products have reached 
out to almost all parts of the world due to cheap costing prices. In 
order to facilitate the bilateral trade ties and eliminate the 
currency fluctuations, China may consider the usage of Chinese 
yuan as the ‘common money’ to transact among the ASEAN 
countries like Thailand, Laos, Vietnam, Malaysia, Singapore, 
Indonesia, the Philippines, Myanmar, etc. when dealing in Chi- 
nese products. This practice can be maintained when China 
imports products from the participating nations by using Chi- 
nese yuan also. Therefore, it will be sensible for the member- 
nations to keep yuan as partial reserves for periodic spending as 
well as in the gradual strengthening value of the kept currency. 

By such trade practice, more trade businesses will expe- 
dite and uplift the leading economy to become stronger, hence 
paving a smooth way for recovery from this current crisis. Of 
course, the tax incentive and excise grants need to be imple- 
mented fairly to benefit all counterparties in order to stimu- 
late mutual growth. At the end of the day, China has to agree 
to invest the earnings back in the member-nations in some 
ways to lend support to their growth. One of the best such 
mutual investments is to explore the modern technology and 
scientific improvement in commercial productivity. 

In the Latin countries, Brazil can follow similar steps with 
other neighboring nations to expedite and stimulate the mu- 
tual economic growth. By this similar unification of trade busi- 
ness, Russia is able to upgrade the regional industrialization 
with several of its Federal States and part of the Eastern Eu- 
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rope. Finally, for India, it has to find the neighboring counter- 
parts that are willing to work on this platform for mutual 
growth of economic strength. 

In sum, the leading nation that will strengthen from the 
monetary union has to promise to lead and reinvest in the 
member-nations as they progress uniformly. 

Pritchard: The BRIC countries are pushing for a market bas- 
ket of currencies to replace the US dollar as the reserve cur- 
rency. Such a move would likely negatively impact the US 
dollar and the growth of the US economy, while at the same 
time increasing BRIC currency values, and especially China’s. 

China has expanded its economy by producing low-cost 
goods and at the same time has kept its currency undervalued. 
I believe that moving toward a market basket of currencies to 
replace the US dollar as the reserve currency would force up- 
ward revaluation of the Chinese and other economically grow- 
ing nations’ currencies. 

What are the advantages of a single global currency? Is this notion 
practically possible? 

Wong: As mentioned, a single global currency has the advan- 
tage of unifying the economic system among the participating 
members and bundling the monetary system into one. How- 
ever, it will be difficult to regulate uniformly in many of its 
treasury markets and lending funds in different locality, given 
the vast differences among the economic growth and yields. In 
fact, it will be more practical to implement such a single cur- 
rency system within a region of countries that are willing to 
share their trade volumes and natural resources as a means to 
avoid over-reliance on outside world. When such trade volume 
and products become regularly periodic, the usage of one com- 
mon currency (of the seller) will remove much hassle and im- 
prove the efficiency of business. 

On a larger scale, as there are many developed countries 
who want to be involved in the monopoly of the natural re- 
sources and trade technology, it will be impossible to build the 
currency strength of the giant nation if a single global currency 
is implemented. On the other hand, countries with smaller 
growth are supposed to be supported financially and fed with 
more trade exchange in order to grow consistently. To be realis- 
tic, such policy will be hard to achieve in turbulent times when 
the leading nations are struggling to be abreast of the crisis. 
Therefore, to lessen the impact of the crisis effects, it is neces- 
sary for the member nations to reinvest in stronger business 
infrastructure with solid foundation during boom times. 

In the current crisis, as all structured financial instruments 
that used to be AAA ratings turned into junks, manufacturing 
sectors and consumer confidence were both badly dented, which 
eventually caused a collapse. Only minority countries that are 
strong in exports, growing consumer spending, business and 
banking infrastructures, accumulating account surplus will fare 
well. From the economic view, it will be a very remote possibility 
to see the world with one-single global currency, at least not in our 
lifetime. The implementation ef such policy will take more than 
meets the eye when ironing out the differences in trade practices 
among many giant countries and so is difficult to achieve. 
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Pritchard: At this juncture, I do not see any advantage in a single 
global currency and do not believe it is possible or desirable. 

Any other comments? 

Wong: The impact of implementing one single global currency 
can be compared to the Bretton Woods Accord that was imple- 
mented from the end of World War II until 1971. During that 
time, major currencies were pegged to the US dollar which was 
in return, pegged to the Gold price at $35 per ounce then. The 
purpose of this policy was to stabilize the global economic situ- 
ation after the World War II and aimed to help reconstruct the 
major economies. Unfortunately, it was abolished in 1971 
when Europe and Japan grew significantly and opted to be 
independent with their own monetary system. 

In 1972, the European community broke away from the 
dependence on US dollar and implemented the European 
Joint Float established in Luxemburg. It collapsed in the fol- 
loving year due to the different growth rates within the Euro- 
pean community. Following that, the switch to partial and 
free-floating system began but was officially mandated only 
in 1978. Like all previous systems, the aforementioned Euro- 
pean monetary system that was officiated in 1978 failed 
again and was abandoned in 1993. Today, the major curren- 
cies move independently from other currencies. They are free- 
floating and can be traded by anyone. Thus, the openness of 
such accessibility has invited various market players, such 
as banks, hedge funds, financial institutions, brokerage 
houses and individuals, to participate with the intention to 
make profits or shift risk. 

The beauty of currencies at their own free-float value lies in 

the natural strength and weakness of the host economy. As 
noted above, trying to implement or peg all currencies into a 
bundle of common values will deter long-term growth and is 
impractical because of the vast differences in economic perfor- 
mances. It would definitely take more resources, time, mon- 
etary policies, infrastructures, etc. to reinforce such uncommon 
system in order to control and even out the rough edges of many 
less productive member-nations. 
Pritchard: I believe the Obama Administration has the goal of 
changing the US from a regulated capitalistic country to a highly 
regulated socialistic country. The President seems more than 
happy to use business as the scapegoat for all economic, environ- 
mental, healthcare ills of the nation. Rather than push to 
strengthen American businesses (both large and small), he fa- 
vors greater government regulation and direct government in- 
tervention and ownership of businesses. 

I believe the changes he has proposed and already achieved 
will result in a significantly lower average standard of living 
for Americans as well as eliminate our incentives to work hard 
and become more productive. Tragically, I believe this will ulti- 
mately lead to a deteriorating economy and a significant re- 
duction in our military strength and presence throughout the 
world. 


*CEO / Principal Consultant, PWforex.com, Singapore. 


**Professor of Finance, William G. Rohrer College of Business, 
Rowan University, NJ, US. 
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As a result, euro’s share in global for- 


' eign exchange reserves has consistently 


Ф 


grown since its inception. For instance, 
according to Reuters, constant reshuf- 
fling of its currency reserves by Russia’s 
central bank has resulted into it now 
holding roughly equal amounts of euros 
and dollars, though that can be attrib- 
uted partly to its strong trade links 
with the 16-country eurozone. However, 
despite its solid showing against the 
dollar, the ECB (European Central 
Bank) has been reluctant to position 
the euro as a reserve currency. The rea- 
son is not far to seek: a strong euro can 
further mar the prospects of an im- 
provement in eurozone’s exports, which 
has already been struggling, post the 
global financial crisis. What also not 
goes in favor of euro is the fact that its 
role is limited in the global monetary 
affairs, besides its influence is re- 
stricted to only those places contiguous 
to the borders of the euro area, suggest 
Jean Pisani-Ferry of Bruegel, a Brus- 
sels-based think tank, and Adam S 
Posen of the Peterson Institute for In- 
ternational Economics, the co-editors of 
the book, The Euro at Ten: The Next Glo- 
bal Currency? Some of the key factors, 
the book highlights, which work against 
a broader international role for the euro 
are: “Continued fragmentation of 
policy-making in the financial area; 
relative lack of financial depth in Eu- 
rope as compared to US markets, poor 
long-term growth prospects despite the 
euro area’s current economic size; and, 
fragmented international representa- 
tion”, among others. The duo, drawing 
from the works of various contributors, 
aver that the faith of the international 
investors in the dollar did not wane 
event amidst the worst financial crisis 
since the Great Depression of the 
1930s, knowing fully well that the crisis 
originated in the US and resulting from 
US policy mistakes, “as the flight to 
safety of world savings was to the US 
treasuries, and not noticeably to the 
euro.” 

But more than euro, the worry for 
dollar emanates from recent measures 
from Beijing. In a significant move, the 
People’s Bank of China, in July, initi- 
ated measures to reduce the depen- 
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The benefits of a Single Global Currency 
include: 

Zero transaction costs to exchange curren- 
cies. Presently, $3.8 tn is traded every trading day, 
and all this trading and its associated costs, ap- 
proximately $400 bn annually, can be eliminated. 

The end of currency fluctuations and cur- 
rency speculation. 

The end of ‘Balance of Payments’, ‘Current 
Account’ and ‘global imbalances’ problems for 
Currency areas. There will, of course, still be trade 
and wealth inequalities; but they will not be com- 
pounded by the problem of foreign exchange 
transactions and reserve requirements. There 
would be no need for countries to maintain inter- 
national reserves of other currencies. 

The end of the need for foreign exchange 
reserves, which now total a staggering $6 tn in 
underproductive storage in actual or electronic 
vaults. That money will be more useful when its 
current function of supporting an obsolete multi- 
Currency system is eliminated. 

Zero manipulation by countries of their cur- 
rencies, and thus no more need to cajole and 
jawbone any particular country or currency area 
about the value of its currency. 

Zero risk of national and regional currency 
crises such as occurred at the turn of the century 
in Mexico, Argentina, Malaysia, South Korea and 
Russia and in 2008 in Iceland. 

Increased International Trade 

Minimal inflation, assuming that the future Global 
Central Bank sets and achieves a low inflation rate, 
just as the European Central Bank has done. It's 
not clear that a zero inflation rate can be secured, 
as that would bring an economy perilously close 
to deflation and a deflation spiral, but certainly a 
low rate of inflation would be better for the world 
than the current rates. 

An increase in worldwide asset values by 
about $36 tn due to the elimination of cur- 
rency risk. Such an increase in asset values 
will cause annual worldwide GDP to increase 
by about $9 tn. 


dence on US dollar for imports and ex- 
ports. As a result, it has decided to al- 
low the domestic companies to use yuan 
for cross-border trade and provide tax 
breaks for doing the same. The Chinese 
central bank noted that *companies in 
China and neighboring countries are 
facing relatively huge risks of exchange- 


Lower worldwide interest rates, due to the 
elimination of currency risk, and reduction of 
worldwide inflation. 

With zero risk of currency failure and zero 
manipulation and minimal inflation, the Single 
Global Currency would satisfy the moral obliga- 
tion that a stable currency should be considered 
as a fundamental human right, as is the right to 
own property. A Single Global Currency would be 
far more stable than the currencies presently used 
by billions of human beings. 

Of course, not all economists agree with the 
goal of a Single Global Currency. For those who 
would label the Single Global Currency utopian, 
we call their attention to the euro, which began as 
a plan only about 30 years ago. Who would have 
thought in the 1970s that Europe would not only 
adopt a common currency, but also that its 
member countries would discard their old cur- 
rencies? 

The Single Global Currency might be an en- 
larged transformation of one of the current ma- 
jor currencies (dollar, euro or yen), perhaps with 
a new name such as 'dey', 'eartha', 'geo', 
‘globo’ or ‘worldo’, or it might be a new cur- 
rency with such a name. How we get to that 
point is, of course, a major challenge, but there 
are several possible routes. One is to continue 
the current regionalization of currencies and 
Creation, expansion and merger of monetary 
unions; and then combine those currencies 
into one. Another is for smaller countries to 
continue to ‘ize’ their nations’ legal tender, as in 
‘dollarize’ and ‘euroize’, as has been done in 
Ecuador, El Salvador, Montenegro and the 
Vatican. Compatible with all these and other 
routes is the need to convene an international 
monetary conference of nations, monetary 
unions and related organizations, and begin 
planning for the implementation of a Single Glo- 
bal Currency. 

— Morrison Bonpasse 
President, Single Global Currency 
Assn., Newcastle, US. 


rate fluctuations because of big swings 
in the US dollar, the euro and other 
major settlement currencies.” To make 
this move binding, Hong Kong Mon- 
etary Authority Chief Executive Joseph 
Yam will enter into an agreement with 
China which will remove the complica- 
tion of currency conversion into dollar 
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for settling international trade. Once 
this agreement comes into existence, 
approximately 50% of Hong Kong's 
trade with China will be settled in 
yuan. Besides, to expedite currency con- 
version to yuan, the central bank of 
China has also accepted to provide 650 
bn yuan in the form of currency-swaps to 
Hong Kong, Malaysia, Indonesia, 
Belarus, Argentina and South Korea. 
Further, to make yuan global, China 
has started discussions with Brazil to 
use yuan instead of dollar. This has no 
doubt raised hackles in America. 

Another alternative (to dollar as re- 
serve currency) could be SDRs (Special 
Drawing Rights). The idea has come 
from no one but the IMF, the agency 
which issues these rights, itself. “There 
are many, many attractions in the long 
run tc such an outcome," Bloomberg 
quoted IMF's Lipsky as saying at a 
panel discussing reserve currencies at 
the St. Petersburg International Eco- 
nomic Forum in June this year. Terming 
the idea ‘quite revolutionary, he, how- 
ever, suggested that for this to happen, 
the SDRs would have to be delinked 
from other currencies and issued by an 
international organization with equiva- 
lent authority to a central bank in order 
to become liquid enough to be used as a 
reserve. His view echoes the sugges- 
tions already made by Russia and 
China that the SDRs, essentially a bas- 
ket of currencies, could become a global 
reserve currency unit. “Greater SDR use 
would involve promoting it for use in 
trade settlement and as a monetary 
unit in which private international 
transactions—loans, bonds, deposits— 
are denominated,” said Bloomberg. But 
then the same factor that the SDR that 
is nothing but a baske: of currencies, 
comprising dollar, euro, yen and pound, 
is also working against it. In the SDR 
too, dollar has a dominant share of 44%, 
followed by euro (34%): both yen and 
pound enjoy a weight of 11% each in the 
. SDR. Thus, any transaction involving 
SDR will mean simply debit and credit 
in these currencies. 


And, the search continues 
The rising US deficit is no good news for 
the dollar. A surging government debt 
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will lead to increase in interest rates 
which will add further burden to ап al- 
ready broken treasury in the leng run 
and hence depreciate dellar’s value fur- 
ther. To come out of the financial crisis, 
the Obama Administration has qua- 
drupled its budget deficit which is 
feared to erode 70% of foreign exchange 
reserve of the world’s currency denomi- 
nated in dollar. This became clear 
when dollar reached its lowest level 
against euro in June 2009 amidst con- 
cerns about the surging:deficit which is 
feared to erode the demand of US Trea- 
suries by central banks-and foreign in- 
vestors. Ousmene Mandeng, Head, 
Ashmore Investment Management, 
expressing his concern about depreci- 
ating dollar, observes, *The largest 
debtor is very unlikely to dominate any 
currency arrangement today." He adds, 
“It’s an oddity that on the one hand, we 
have an increasingly multipolar inter- 
national economy, an increasing com- 
mercial diversification, and en the 
other hand, we have a unique concen- 
tration in terms of monetary transac- 
tions, that in itself creates a lot of in- 
stability.” 

Jens Nordvig at Geldman Sachs 
says the relatively tight monetary 
stance of the ECB has helped the euro 
rise, as rate differentials have im- 
proved in favor of the single currency, 
with other central banks easing inter- 
est rates more aggressively. But he says 
the strength of the euro is hard to justify 





on a fundamental basis and expects 
growth in the eurozone to be as bad as 
that in the UK in the coming year. “We 
expect more easing from the ECB, while 
other central banks are closer to their 
end goals in terms of policy rates.” Hans 
Redeker at BNP Paribas says the ECB 
left rates too high for too long, a mistake 
likely to hit the eurozone economy and 
euro. He says that the euro is likely to 
lose ground against the dollar and the 
pound as export-driven core eurozone 
economies deal with a declining global 
investment cycle. 

The outlook for the other contender, 
pound, is also not bright given tough do- 
mestic economic environment. This 
shifts the focus on others like yuan, yen 
and rouble. But unfortunately, these al- 
ternatives have their own shortcom- 
ings. For instance, yuan is yet to become 
a fully convertible currency, while Rus- 
sia is yet to implement real time gross 
settlement system. In the case of yen, 
the Japanese economy is yet not out of 
woods, this rules out any possibility of 
yen giving any meaningful fight to dol- 
lar. The bottom line is: there is no cred- 
ible alternative to the dollar, at least as 
of now and in the short-run. Maybe in 
the long-run, euro can come up trumps. 
But till the time that happens, the glo- 
bal economies have to live with the dol- 
lar, like it or not. в 


— Amit Singh Sisodiya and Sudesh Gonela 
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Asset Price Bubbles 


The Why and How 








Timely identification and prevention of the mortgage bubble could have 
saved the world economy from the current predicament. 


— Sunil Puliyakot 


Assistant Professor, Amrita School of Business, Ceimbatore 


y now, enough has been written 

about the sequence of events 

that led to the subprime crisis 
and how it has finally culminated in 
the recession that the world is now go- 
ing through. So let us take a look at the 
role of an asset price bubble, especially 
in the real estate sector, that would 
have aggravated the crisis, how it could 
have pushed up the prices of an asset 
(real estate in this case) to unsustain- 
able levels by clearly identifying the 
motives of the players involved in do- 
ing so, and what leads to its burst 
eventually. 


What is a bubble? 


The price of an asset comprises two el- 
ements: one that is determined by the 
fundamental earning capacity of the 
asset; and the other, a bubble compo- 
nent. The fundamental component of 
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the asset price is easy to understand 
since it is the discounted present value 
of its future expected earnings. When- 
ever the price of an asset deviates too 
far from the price path warranted by 
its fundamentals, i.e., the future ex- 
pected earnings, a bubble is supposed 
to exist. This poses a great problem in 
ex ante identification of a bubble since 
the future expected earnings can be un- 
certain. Also, since the relationship be- 
tween current and expected economic 
fundamentals and asset prices is diffi- 
cult to model and measure, it is often 
hard to assess whether a change in as- 
set prices is justified by changing eco- 
nomic fundamentals or whether such 
an asset price movement has a bubble 
(that is, non-fundamental) compenent. 
Hence, empirical research by the aca- 
demic community into various past in- 
stances of suspected bubbles has not 


resulted in any unanimous conclusion 
as to whether a given price rise con- 
tained a bubble or not. 

Problems with precise identifica- 
tion of bubbles have, to a large extent, 
hampered the formation of its precise 
definition also. The generally under- 
stood definition is, an increase in the 
price of any asset not justified by its 
fundamentals. Charles Kindleberger, 
in his famous 1978 book Manias, Pan- 
ics and Crashes, defines a bubble as 
“an upward price movement over an ex- 
tended range that then explodes.” A 
close look at the definition tells us that 
the existence of a bubble cannot be con- 
cluded for certain until it ‘explodes’. 
However, when a bubble explodes, it 
brings in its wake a whole lot of un- 
pleasant economic consequences. 
Many such boom and burst phases in 
asset prices which have happened in 
the past in various countries and their 
consequences are testimony to the po- 
tential damage such suspected 
bubbles can create. 


Formation and bursting of a 
bubble in the real estate market 
The starting point for many such sus- 
pected bubbles in the past was the 
policy of financial liberalization and 
subsequent expansion of credit. An in- 
crease in bank credit supply, especially 
in the area of mortgage-related lend- 
ing, can result in an increase in de- 
mand for both residential and com- 
mercial property. This increase in de- 
mand will lead to increase in prices as 
supply of the asset will be limited, at 
least in the short-term. An increase in 
the prices of property increases its collat- 
eral value for both households and firms, 
making it possible for credit constrained 
firms and households to borrow more on 
the same collateral. This will set off a 
self reinforcing credit cycle, leading to 
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continuous increase in asset prices and 
the amount of credit disbursed on it. The 
cycle will be further reinforced by the 
presence of speculators, who will be keen 
to bid the price up further for quick gains, 
leading to the formation of a bubble like 
price path. 

Having seen how a bubble can arise 
in the housing market, let us see how it 
can lead to its own burst. Housing de- 
mand can be fueled by consumption 
and investment demand. Consump- 
tion demand can be met by owning a 
house for self-occupation as well as 
rental. Individual decision to own or 
rent a house will typically be a function 
of the cost involved in owning versus 
renting. As property prices keep on in- 
creasing, it will become more and more 
costly to own a house compared to rent- 
ing one. This will force more and more 
people on the consumption side to go 
for the latter option if the prices keep 
on increasing. 

Investment demand for housing in 
an increasing price regime can have 
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contemporaneous dampening effect оп 
rentals, since people buying houses for 
investment will essentially increase 
the supply of houses in the rental mar- 
ket. This will provide further boon for 
the people on the consumption side to 
look for houses on rental rather than 
outright ownership. The resultant 
shift of one set of customers from the 
ownership market to the rental mar- 
ket leads to a drop in demand for out- 
right purchases and to a new equilib- 
rium in pricing which is lower than the 
earlier one. At this point, the last en- 
trants in the market for investment 
purposes will find the market unat- 
tractive, forcing them to exist. This will 
further lower the equilibrium prices, 

Aftermath of Financial Crises”, Working Paper 


14656; National Bureau of Economic Research, 
Cambridge, January 2009. 
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creating a feedback loop of falling 
prices. Such a widespread collapse in 
asset prices will have a negative im- 
pact on aggregate consumption 
through wealth effect. It will also 
weaken the balance sheets of financial 
intermediaries who have lent on the 
basis of such assets as collateral, forc- 
ing the intermediaries to constrain 
lending. Thus, through wealth effects 
and credit constraints, the effect of an 
asset price collapse spills over to the 
real economy in terms of reduced ag- 
gregate demand, leading to a slow 
down, or at times, a recession. 


Should such bubbles be 
proactively managed? 

As is clear from the discussion above, 
the genesis of a recession can be an as- 
set price bubble, causing severe damage 
to the economy when it bursts. Ex- 
amples of some such suspected bubbles 
with disastrous consequences in the re- 
cent past are: the rise and fall of Japa- 
nese real estate and equity prices in the 


In the absence of a clear idea about the extent 
and cause of bubbles, the policy response can be 
calibrated to factor in the uncertainty. 


decades of 1980s and 1990s; the experi- 
ences of Norway, Finland and Sweden 
in the 1980s with rising asset prices 
and rising consumption which latter 
collapsed subsequent to the fall in oil 
prices as well as breakdown of trade 
with the erstwhile Soviet Union; and 
the banking and foreign exchange crisis 
experienced by Mexico in 1994 subse- 
quent to the financial liberalization of 
the early 1990. All the above mentioned 
incidents were followed by severe reces- 
sions. In a recent working paper by 
Carmen M Reinhart and Kenneth S 
Rogoff,’ the authors point out that the 
impact of such asset market collapses 
are normally deep and prolonged, with 
unemployment rising by an average of 
7% and output declining by an average 
of 9%, considering many such crises in 
the past. 


Asset Price Bubbles 


But, can't these damages be con- 
tained by proactively identifying the 
bubble and bursting them before they 
grow out of proportion? Issues with pre- 
cise identification of bubbles and es- 
tablishment of its causes prevent pro- 
active and decisive action against 
bubbles. Also, there is a strong view 
that it is not the bubbles per se that 
result in the subsequent meltdown, 
but the weaknesses in the financial 
system. However, the above arguments 
do not offer a strong justification 
against proactively tackling of bubbles 
by means of, say, monetary tightening. 

Firstly, the precise identification of 
a bubble and its causes are more of an 
empirical issue, since theory does not 
rule out the existence of bubbles. In the 
absence of a clear idea about the extent 
and cause of bubbles, the policy re- 
sponse can be calibrated to factor in 
the uncertainty. After all, a lot of mon- 
etary policy decisions have to be taken 
under uncertainty and it is so. Secondly, 
if we take the view that a bursting 
bubble can be successfully handled by a 
strong financial system, thereby saving 
the economy of the bad consequences, 
creation of a strong financial system it- 
self requires valuing the assets of the fi- 
nancial system at its fundamental val- 
ues based on its true earning capacity. 
This implies proactive supervision to 
rule out bubbles by ensuring that risks 
are priced properly and distributed 
evenly. Thirdly, almost all the economic 
crises, which various countries have ex- 
perienced before, were isolated ones. 
This enabled the individual nations 
which faced the crisis to export their way 
out ofthe costs of managing the crisis. In 
a coordinated slump like the current 
one in which the world output is ex- 
pected to shrink by 1.3% according to a 
recent IMF survey, it is doubtful 
whether export growth can pull coun- 
tries out of the long-term costs of mon- 
etary and fiscal adjustments. In all, 
the trade-off seems to be eminently in 
favor of pricking a bubble before :t 
grows out of proportion, especially in 
the backdrop of the current financial 
crisis the world is going through.m 
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FDI in Indian Retailing 


The More, the Merrier 
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FDI can supplement and complement the Indian retail industry and 


make it globally competitive. 





e Economic Survey 2008-09 
recommended enhancement of 
Foreign Direct Investment 

(FDI) in multi-brand retail cap in sensi- 
tive sectors like insurance, defense and 
modern retail. That opening of retail 
would drive economic growth was the 
basis of the recommendations, al- 
though this subject did not find favor 
from the government allies. The survey 
said a beginning could be made in food 
retailing. Initially, FDI could be al- 
lowed, subject to the setting up a mod- 
ern logistics system, perhaps jointly 
with other organized retailers. India at 
present allows 51% of FDI in wholesale 
cash-n-carry, but has not allowed FDI in 
multi-brand retail. 

A recent parliamentary committee 
is opposed to the entry of large Indian 
corporates in the business of modern 
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(organized) retailing, particularly those 
who sell fruits and vegetables and gro- 
cery and those who ase malls to sell 
these products. According to the 
committee’s findings, modern retailing 
results in job losses and forces small 
traders to go out of business. This, 
though, is at complete variance with the 
findings of an experts panel (ICRIER) 
appointed by the Commerce Ministry 
to go into the impact of big retail on con- 
ventional retailers (also referred to as 
Kiranas or ‘mom-n-pop’ stores). 

Not content only with the banning of 
large corporates from retail, the com- 
mittee also wants the government to 
ban the issue of further licenses for the 
‘Cash & Carry’ whelesale business. 
Cash & Carry business is currently 
dominated by the worid's leading multi- 
brand retailers like Wal-Mart (US) and 


Metro AG (Germany). While Wal-Mart 
is in equal partnership with Sunil 
Mittal’s Bharti Enterprises, Metro AG 
is operating its own. Two other foreign 
multi-brand retailers Tesco ple of UK 
and Carrefour SA of France are also in 
various stages of foraying into this for- 
mat, which caters to the needs of bulk 
customers like traders, service provid- 
ers, and institutions. While Tesco has 
already tied up with Star Bazaar chain 
of Tata group, Carrefour is believed to 
be close to signing a deal with Kishore 
Biyani’s Future Group. They peg it at 40 
million, the number of people who 
would be directly threatened by the en- 
try of the foreign retailers. 

India’s retail sector, according to 
Technopak, a well-known management 
consultancy, is currently estimated at 
$372 bn. Only around 5% of this trade is 
currently believed to be managed by mod- 
ern (organized) retail. The balance 95% of 
the retail business is still controlled by 
over 1.2 crore conventional small stores. 
With excellent growth prospects, the re- 
tail business is likely to double in the next 
five years. Despite this fast pace of 
growth, modern retail alone will not be 
able to meet the growing consumer de- 
mand and, therefore, even conventional 
traders will also continue to grow at 5 to 
6% in the coming years. 

FDI can supplement and comple- 
ment the Indian industry and make it 
globally competitive, open up export 
markets and provide access to interna- 
tional quality goods and services. It can 
raise resources through technological 
upgradation, optimal utilization of hu- 
man and natural resources, and back- 
ward and forward linkages. There are 
promising fields like the food process- 
ing sector in the country. Foreign retail 
giants are willing to buy processed food 
from the country. The survey’s choice of 
food retailing as the first step for FDI in 
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multi-format retail signifies that the 
government may be intending to create 
an efficient supply chain in an area that 
lacks it most, unlike other sectors like 
FMCG products and apparel. Food re- 
tailing also attracts maximum opposi- 
tion, as much as it benefits maximum 
number of people in terms of consumers 
and producers. FDI in retail space and 
specialized goods retailing like sports 
goods, electronics and stationery is also 
being contemplated. The government 
has to walk a tightrope to ensure a ‘level 
playing field’ for everyone. 

It is worthwhile analyzing the ad- 
vantages and disadvantages of the pro- 
posed policy of allowing FDI in retail 
trade. One key point is that we must 
differentiate between the interests of 
consumers, who constitute our popula- 
tion of nearly 1,100 million, from the in- 
terests of retailers, who may number 
over one million. It is obvious that the 
interests of the consumer should take 
precedence over those of the retailer. 

FDI in retail and the development of 
larger stores and supermarkets have 
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the following advantages from the point 
of view of consumers: 

FDI will provide access to larger fi- 
nancial resources for investment in the 
retail sector and that can lead to sev- 
eral of the other advantages that follow: 

The larger supermarkets, which 
tend to become regional and national 
chains, can negotiate prices more ag- 
gressively with manufacturers of con- 
sumer goods and pass on the benefit to 
consumers; 

They can lay down better and 
tighter quality standards and ensure 
that manufacturers adhere to them. 

Many consumer goods manufactur- 
ers will find that supermarkets account 
for an increasing share of their sales 
and will be afraid of losing this valuable 
and reliable customer to competition. 

The fact that a well-known chain of 
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By allowing FDI in retail trade, India can become 
more integrated with global economies in terms of 
quality standards and consumer expectations. 


supermarkets sources from a manufac- 
turer becomes a stamp of quality. 

With the availability of finance, the 
supermarkets can invest in much better 
infrastructure facilities like parking 
lots, coffee shops, ATM machines, etc. 
All this will make shopping a pleasant 
experience. The supermarkets offer a 
wide range of products and services, so 
the consumer can enjoy single-point 
shopping. 

The argument that the advent of 
FDI and supermarkets will displace a 
large number of kirana shops is similar 
to the argument used during the era of 
industrial licensing, which was meant 
to protect small-scale industries. But 
eventually, the inefficiencies and qual- 
ity standards of the protected small- 
scale companies became apparent even 
to socialist politicians and licensing 
was abolished. Small-scale industries 
have not died. Instead, they have learnt 
to coexist as suppliers to large-scale in- 
dustries. 

In the case of retail trade, the kirana 
shops in large parts of the country will 
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enjoy built-in protection from super- 
markets because the latter can only ex- 
ist in large cities. On the other hand, the 
ability of supermarkets to demand pric- 
ing and quality standards from manu- 
facturers will benefit even kirana 
shops, who can even buy from the super- 
markets to sell the same products in 
smaller towns and villages. 

It can be argued that since the ad- 
vantages cited above are due to the 
scale of operations rather than the in- 
volvement of foreign capital, why should 
we allow FDI in retail trade? The case 
for FDI has more to do with the confi- 
dence and willingness to invest large 
amounts in a short period as well as the 
expertise based on experience. 

Even a modest chain of 200 super- 
markets to be set up all over India in 
selected towns and cities in the next 
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three years, will require an investment 
of about Rs 2,000 cr (Rs 20 bn), at the 
rate of Rs 10 cr (Rs 100 mn) per super- 
market to cover the infrastructure and 
working capital. Each supermarket 
may take two or three years before it 
becomes profitable. There is a risk that 
a few of them may even fail. 

How many Indian entrepreneurs 
will be willing and able to commit this 
level of investment and undertake the 
risks involved? That is where the inter- 
national experience and skills that may 
come with FDI would provide the confi- 
dence and capital. 

Apart from this, by allowing FDI in 
retail trade, India can become more inte- 
grated with regional and global econo- 
mies in terms of quality standards and 
consumer expectations. Supermarkets 
could source several consumer goods frem 
India for wider international markets. In- 
dia certainly has an advantage of being 
able to produce several categories of cen- 
sumer goods, viz. fruits and vegetables, 
beverages, textiles and garments, gems 
and jewelry, and leather goods. 

The advent of FDI in retail sector is 
bound to pull up the quality standards 
and cost-competitiveness of Indian pro- 
ducers in all these segments. That will 
benefit not only the Indian consumer 
but also open the door for 
Indian products to enter the wider glo- 
bal market. It is therefore obvious that 
we should not only permit but encour- 
age FDI in retail trade. 

Just as in the case of most produets, 
the brand name of the supermarket 
chain is a strong element in its growth 
and success. People have confidence in 
names like Sainsbury, Asda, Marks & 
Spencer, Tesco, Wal-Mart, etc. just as 
they have confidence in Indian brands 
like the Tata’s, Future group, Reliance 
and Spencer’s. 

A possible outcome can be that 
Indian groups with strong local brand 
quality like the Tata’s will collaborate 
with international supermarket chains 
like Sainsbury, to set up supermarket 
chains in India. Hence, it will be unwise 
for the government to interfere in this 
process.s= 
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Smartphones have emerged as a bright spot for the global mobile handset 
manufacturers struggling with falling handset sales amidst the worst 
economic recession in cecades. 





The Smartphones surge, it seems, is a 
case of a trading-up trend in technology 
that is running strong enough to weather 
the downturn. 

— The New York Times 


en early this year PC mak- 
ers like Asus and 
Acer of Taiwan and Dell of 
the US announced their intention to di- 
versify into Smartphones manufactur- 
ing, people in the know-how of the in- 
dustry were bewildered by such ideas. 
Their reaction was not totally unwar- 
ranted though. Smartphones (also re- 
ferred to as converged mobile devices), 
like PCs, are fiercely contested mar- 
kets, with Nokia leading the pack, fol- 
lowed by Research in Metion (RIM) of 
Canada, and Apple (iPhone) dominat- 
| ing the global markets for these smart 
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devices. With Acer launching a slew of 
Smartphones in the global markets 
and Dell said to be fast on track to 
launch its own handset, the competition 
is only bound to intensify: the ubiqui- 
tous Internet warrior Google is already 
there, and rumors about Cisco, the 
router maker, getting into 
Smartphones arena is getting louder. 
Halfway into 2009, it is no longer a se- 
cret why everyone wants to grab a slice 
of the Smartphones pie which remains 
the only bright spot for the global hand- 
set makers who witnessed the basic 
and lower-end mobile segments regis- 
ter its biggest quarter-en-quarter con- 
traetion since 2001, according to 
Gartner. The latest data from the re- 
search firm shows that the worldwide 
mobile phone sales dropped 8.6% y-o-y 
to 259.1 million units in the first quar- 


ter of 2009. In contrast, Smartphones 
sales grew 12.796 to touch 36.4 million 
units, during the same period, driven 
primarily by touch-screen handsets; 
half of all the Smartphones on the mar- 
ket are now sold with touch-screens. Be- 
sides, falling handset prices too have 
helped improve their market penetra- 
tion. For instance, in the US, 
Smartphones accounted for 23% of all 
handsets sold in the fourth quarter, al- 
most the double of 12% in Q4 2007, ac- 
cording to the research firm, NPD. Fall- 
ing handset prices (Apple recently 
halved the price of its entry-level iPhone 
to $99 in a bid to widen its reach amidst 
rising competition from rivals, notably 
Palm Pre; Nokia too has resorted to 
price cuts along with launching cheaper 
multimedia-enabled phones), im- 
proved browsing experience, and re- 
duced data plan charges have further 
helped push the penetration of these 
high-end devices. According to NPD, the 
average price for Smartphones fell 23% 
from $216 in Q4 2007 to $167 last year. 
Worldwide, Smartphones now repre- 
sent 13.5% of all mobile device sales, up 
from 1146 in the first quarter of 2008. 
And going by the forecasts of research 
firms, Smartphones have only one way 
to go—up—recession or no recession. 


Feature-rich 

While handset manufacturers focus on 
offering improved user interfaces and 
services to differentiate themselves, op- 
erators' thrust on offering increased 
web-related services in order to push 
their own sales too is helping prop up 
demand for new, feature-rich 
Smartphones. According to Harry 
Wang, Director, Health and Mobile 
Product Research, Parks Associates, 
“The success of the iPhone, Pre, and 
Blackberry shows the strength of con- 
sumer demand for an intelligent, multi- 
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"This is a very competitive marketplace and who leads can change quickly. Com- 
petitors are only as good as their last device rollout.” 


What factors have led to a splurge in demand for Smartphones, despite 
the general slowdown? 
| Jeff Kagan: Over the years, Smartphones popularity has 
. been growing. This year regular cellphone sales are also 
shrinkirg. That means Smartphones are growing in popular- 
ity at a more rapid rate. We may see Smartphones rise to two- 
thirds o? the market by the end of this year with some net- 
works. The reasons are many. In the past, cellphones were 
just about the phone. Going forward these devices interact 
with the web and give us much more. There are so many fea- 
tures that customers love. The cellphone industry is split into 
two parts. One part is a plain old cellphone and there are still 
plenty of users in that group. The other part is Smartphones 
and that is growing strong. As users can do more, and as 
prices come down, Smartphones become more popular. In the 
US, Smartphones used to cost $400-$600 to purchase. Now, 
customers can get them for $100-$200, and these are the top 
of the line devices. This is a trend that will continue. 
Tom Nolle: Firstly, people have simply gotten more commit- 
ted to the web as an information resource, and because of that 
they're uncomfortable when they can't access it. They're also 
more mobile than ever before, and their voice calling behavior 
has adapted to mobility through cellphones. It's logical to ex- 
pect that their web behavior will adapt as well, and for that to 
happen the mobile data appliance has to be a better web 
portal than simple web-capable phones were. 
Seconcly, this trend has been reinforced by the network op- 
erators, who latched on to the early interest in Smartphones 
and began to use them as a promotional vehicle for their data 
service plans. The iPhone was the critical success here; when 
others sew how much AT&T gained in data subscribers, op- 
erators simply had to follow along the same path. Promotion 
and demand then combined. 
Can new players such as Palm, Nokia, BlackBerry and Samsung give 
Apple’s iPhone a tough fight? 
Jeff Kagan: Actually that is backwards. The new player is 
the Apple iPhone. Palm, Nokia, BlackBerry, Samsung and 
others have been in the Smartphones business for years. 
Apple is new. Apple got into the Smartphones business with 
the iPhone only two years ago. However, Apple changed the 
industry by making their Smartphones so much sweeter with 
large screens and easy to use web functions and zooming. 
Apples advanced Smartphones raised challenges that the 
rest of the industry had to rise to meet. We are seeing they are 
doing that. 

Yes, I think competitors like Palm and BlackBerry and 
others can rise to the Apple challenge. Not every customer 
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wants an iPhone. Apple has sold roughly 20 million world- 
wide. That is impressive, but only a fraction of the market. 
Customers are split into groups. Some want the iPhone. Oth- 
ers want iPhone-like technology, but on other devices. Many 
customers love Palm or BlackBerry or others. 

Yes, I think this is a very competitive marketplace and 

who leads can change quickly. Competitors are only as good 
as their last device rollout. 
Tom Nolle: That depends on how permanently linked iPhone 
is to specific network operators. If Apple wants a broad mar- 
ket success they have to be available on as many different 
wireless networks as possible. They also have to accept lower 
prices and profit margins to avoid creating a competitive op- 
portunity. 

It seems very likely that BlackBerry will be the most 
pressed by the new market dynamic. They have the largest 
market share and the most limited value proposition; corpo- 
rate e-mail is their sweet spot. The iPhone’s fate will be de- 
cided by the 3GS upgrade. If that falls short of expectations in 
the long run, then iPhone is vulnerable unless they accept 
lower profits and break the single-provider deals. 

Google Android is the biggest wild card, not Palm or other 
handset vendors. Android is a kind of virtual phone; you can 
run it on almost any Smartphones and so it dodges the prob- 
lem of being connected to a single operator by not being con- 
nected to a single handset model or vendor. If Google can get 
the software and developer support up, they'll be the giant- 
killer. 

What factors will decide the supremacy in the Smartphones segment? 
Jeff Kagan: I see the Smartphones segment continue to grow 
as the traditional phone segment continues to shrink. This 
year we have seen Smartphones cross the 50% level. That is a 
first. That will continue. Customers love all the things they 
can do with their Smartphones. As long as prices of devices 
continue to drop and new features continue to be introduced, I 
think the Smartphones growth will continue. 

Tom Nolle: It’s pretty clear that software and developers are 
the key to the market. While a Smartphone may be a capable 
web device in a theoretical, general, sense it’s also true that 
you can’t navigate complex sites easily with something like a 
handset, no matter how smart it is. Gadgets and applications 
aren't new functionality in most cases; you could get the same 
information from the web without them. They make it easier 
to do something with one finger or one hand, and that’s critical 
for mobile devices. 

Developer programs are the key issue, but they’re a challenge 
because you have to keep enough control of them to be sure 
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they don't create something that's illegal or that violates so- 
cial standards, but you can't be so restrictive that developers 
won't participate. 

Will emerging markets play a bigger role as in cellphone evolution? 
Jeff Kagan: They always have and they always will. That is a 
growing and important segment of the cellular industry. 

Tom Nolle: Emerging markets may play a major role, particu- 
larly some of the larger economies there, because many of 
these markets have relatively little incumbent investment 
and can adapt to things very quickly. But emerging markets 
can't generate the early buzz and early sales volumes of the 
developed markets. The answer here may come down to how 
the current economic recovery progresses. Some have sug- 
gested that emerging markets will lead the recovery, and if 
that's the case they will also play a major role in the 
Smartphones market evolution. 

Whatis your future outlook for Smartphones market? 

Jeff Kagan: Growth will continue. Smartphones will continue 
to grow in popularity. Prices will continue to drop and features 
will continue to be added. Remember, there are two segments 
of customers. One wants a plain phone, and the other wants a 
Smartphone. The Smartphones segment is growing and the 
plain phone segment is shrinking, but both will be with us for 
many years. 

Tom Nolle: There's little question that within 10 years 
Smartphones penetration into the cellphone market will be 
about the same as Internet penetration into the computing 
population. We expect Smartphones to make up 5096 of new 


cellphone sales by 2014. But the days of enormous profits are 
probably already gone; competition and the need to create 
broader customer bases will have the same effect it alway: 
does—commoditization. 
Any other views? 
Jeff Kagan: This is an amazing industry. I have been follow. 
ing it since the mid-1980s. It has changed dramatically sev- 
eral times. Ten years ago, we thought we knew the direction ol 
the industry. We were wrong. Now that we are here we think 
we know the direction of the industry. Are we wrong again? 
Probably. We know the direction of the next few years, but 
beyond that depends on how well the different companies and 
technologies do in the market. It also depends on what new 
technologies and companies jump in and change things. Re- 
member, the iPhone is an industry changer and it is only two 
years old. What about Google's entry? What about the next 
one? We don't know what the industry will look like down the 
road in 5 or 10 years. That's the exciting part. 
Tom Nolle: Smartphones pose a major risk to wireless op- 
erators. They are totally web-dependent in their value propo- 
sition, and so they empower over-the-top players in the mo- 
bile space just as the web did for wireline broadband. Opera- 
tors can't afford to be dumb cheap mobile pipes, and so the 
Smartphones explosion challenges them to figure out a way to 
be a player on the Internet and not just a carrier of Internet 
traffic. 

"Technology and Telecom Analyst, US. 


**President, CIMI Corporation, NJ, US. 


functional device." According to 
Gartner, positive performance by Re- 
search In Motion (RIM) and Apple de- 
fined that services and applications are 
now instrumental to Smartphones' suc- 
cess. In the US, where such phones have 
registered strongest growth, the de- 
mand has primarily been driven by 
greater competition for mobile applica- 
tions that add capabilities, suggests a 
survey finding by In-Stat. The report 
says that potential buyers are drawn to 
new mobile applications, even though 
the median number of applications 
downloaded for all platforms, including 
the Apple iPhone, is relatively mod- 
est—below five applications per user 
for each platform. “People have simply 
gotten more committed to the web as 
information resources, and because of 
that they're uncomfortable when they 
can't access it," observes Tom Nolle, 
President, CIMI Corporation. 

As applications are turning out to 
be a distinguishing factor, vendors are 
also aggressively associating with de- 
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velopers to provide as many applica- 
tions in order to woo prospective buyers. 
For instance, iPhone users can access 
Apple's App Store to browse and down- 
load features such as music, movies, 
stock tickers, among others. Nokia, the 
world's largest mobile manufacturer, 
too recently launched its Ovi stores 
where the users can register for free and 
have a single access to various catego- 
ries like Contacts; Share—synchroniz- 
ing all data with friends; Store—for up- 
loading all videos, images, data, etc.; 
Mail—for communicating with friends 
in Ovi community, etc. Nokia also pro- 
vides a host of apps from facebook, 
Emblog, Vox, all can be downloaded via 
share.ovi.com. Nolle says, “It’s pretty 
clear that software and developers are 
the key to the market." He added, 
"While a Smartphone may be a capable 
web device in a theoretical, general, 
sense it's also true that you can't navi- 
gate complex sites easily with some- 
thing like a handset no matter how 
smart it is." 


To cash in on the social networking 
craze among young users, developers 
and vendors are providing applications 
like TweetDeck, a client for Twitter. Ac- 
cording to Distimo, a mobile applica- 
tion monitoring and analytics firm, 
stated in its June 2009 report, 
Facebook topped the list of apps, fol- 
lowed by Toobz in games category; 
Pandora Radio, an innovative online 
music request service ranked third in 
music category. Flashlight—organizer 
app in utilities category and Google 
Earth in Travel category were the other 
top downloads. Experts believe that 
Nokia has cleverly weaved a close net- 
work among the consumers and is try- 
ing to build a social networking wall 
through its Ovi stores. The company has 
partnered with Intel for developing 
most advanced handsets in future. 

Meanwhile, Korean consumer elec- 
tronics major, Samsung, has chosen to 
let operators call the shots, unlike ri- 
vals Nokia and Apple, while stepping | 
up effort on the technology front. The 
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strategy has so far paid off rich divi- 
dends as Samsung notched up top sales 
in tough US market in the first quarter 
of the current calendar year. The com- 
pany held a market share of 26.3%, fol- 
lowed by Motorola (18%) and Nokia 
(7.9%), during that period, according to 
data by Strategy Analytics. Not to let 
the momentum slacken, post the huge 
success of its Omnia range of 
smartphones, Samsung is planning to 
release 20 new models this year alone, 
with a lot of hope pinned on Pixon, the 
world’s first Smartphone to boast of a 
12 mega pixel camera. 


From niche to mass-market 

However, the industry, in the wake of 
Samsung’s launch spree, faces the 
Same niche vs. mass-market, which 
once LCD makers faced but are now go- 
ing the mass-market way. There is no 
doubt that Smartphone adoption has 
been s_ow owing to their high pricing, a 
fact Apple duly recognized when it 
slashed its existing iPhones’ prices by 
half. Even Nokia has launched its new 
range of multimedia enabled-hand- 
sets in India in the sub-5k price band 
recently. In fact, in a recent survey by 
the NPD Group, a leader in wireless in- 
dustry market research, 42% of the re- 
spondents cited ‘high price’ as a major 
reason for not buying an iPhone. Ac- 
cording to NPD’s Director of industry 
analysis, Ross Rubin, “The iPhone 
3G’s original price of $199 set a 
Smartphones benchmark. Halving 
that price to $99, while adding more 


features, should significantly expand 
the market for Apple’s Smartphones.” 
Samsung also sells cheaper 
Smartphones in emerging markets 
like the Philippines where the demand 
for such phones are on the rise. “Right 
now, there are Smartphones that are 
less than P20,000 pesos. The trend 
that we see are cheap 3G-ready phones 


nal that the Korean giant is working to 
overcome a major drawback. Analysts 
in the past have raised doubts about 
the success of the firm's volume-driven 
growth strategy in the wake of high 
R&D and production costs. “I’m sure 
this aggressive volume-based push will 
increase Samsung's market share, but 
it’s an expensive strategy to pursue," 


The pressure is mounting on the existing players 
to cut costs or risk losing market share. 


for about P5,000," told Fe Varilla, 
Head of Mobile Phone Division at 
Samsung Electronics Philippines, in 
an interview to INQUIRER.net. She 
added that Mobile broadband connec- 
tivity is also becoming a factor in the 
introduction of mass market 
Smartphones. 

In June, both Nokia and Samsung 
stepped up the heat by launching a slew 
of mass-market Smartphones, possibly 
in response to new launches from 
Apple's new 3G-enabled iPhone and 
Palm's much-hyped Pre Smartphone. 
Samsung's new mass-market phone 
Jet offers a next-generation display and 
faster browsing speed, and runs on an 
operating system developed in-house; 
Samsung has so far depended on O/S 
developed by Microsoft and Goegle for 
its Smartphones. This is perhaps a sig- 
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said Thomas Kang, a Senior Analyst at 
Strategy Analytics in an interview to 
the BusinessWeek. In November last, 
Nokia launched its mass-market E63 
smartphone. The E63 sports a 2 
megapixel camera with LED flash in 
addition to a microSD card slot for extra 
storage. This stripped-down version of 
E71 Smartphone priced at EUR199 
(US$250) before taxes and subsidies, 
however, is thicker, lacks GPS and 
HSDPA data, the camera is 2 
megapixel fixed focus, and the body is 
made of plastic instead of the E71's 
metal. 

With price cuts by Apple, new 
launches from Palm and entry of non- 
traditional players like PC makers 
Acer (and maybe HP also) and router 
major Cisco, the pressure is mounting 
on the existing players to cut costs or 
risk losing market share. 

Taking a cue, RIM, makers of the 
popular Blackberry series of 
Smartphones, too is following suit. The 
company recently introduced stripped 
down versions of its business-oriented 
Smartphones. “The company's intro- 
duction of less business-oriented 
phones, with the general spread of mo- 
bile communication, explained the 
snowballing growth in BlackBerry us- 
ers, which now number 25 million, 
nearly double the total a year ago 
(2008) and a tenfold increase in the last 
four years," James L Balsillie, co-Chief 
Executive of Research in Motion, was 
quoted as saying by the NY Times. 
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"Consumer demand for more capable 
‚ devices seems to be accelerating de- 
h spite the general economic doom and 
gloom," said Ben Wood, a Research Di- 
rector at CCS Insight. “Samsung and 
Nokia are playing smart by offering 
these sorts of products at punchy price 
points." Analysts expect the launches to 
accelerate further in anticipation of 
surge in demand during the Holiday fu- 
eled December quarter. 


Interoperability, a niggling issue 

As handheld manufacturers strive to 
carve their niche through product inno- 
vation, improvising on old and adding 
new functionalities and services, they 
face their own limitations. High data 


pick one (operating system) or the other 
(to target their development efforts)," 
he added. Currently, Symbian OS leads 
the race with 4996 market share, fol- 
lowed by RIM with 2096 market share, 
iPhone constituting 11%, while others 
including Android OS and Windows 
Mobile accounting for the remaining 
20%. However, of late, the software de- 
velopers are adopting an open strategy 
wherein the OS can be used by a variety 
of manufacturers and help promote 
these platforms on multiple brands of 
Smartphones. For instance, Google 
has intensified its efforts to popularize 
its open-source platform—Android 
OS. Players like Sony Ericsson and 
Motorola, which are struggling to com- 


If Google can get the software and developer sup- 
port up, they'll be the giant-killer. 


charges, for instance, have emerged as a 
major deterrent from consumer's point 
of view. And, operator exclusivity de- 
mands that vendors lock-in their de- 
vices, this means that consumers can 
use hardware and software from only a 
particular operator, which, in turn, 

leads to walled environment, leaving no 
option for the consumers but to shell 
high costs for data services from carri- 
ers. Though experts believe these prac- 
tices bring competition among vendors, 
they fear that in future it may lead to 
interoperability issues, thus depriving 
the user of the choice of migrating to 
another carrier which meets his or her 
needs. The interoperability issue ex- 
tends to operating system as well with 
a handful of competing O/Ss from play- 
ers like Nokia, Microsoft and Apple 
among others. According to Kendall 
Whitehouse, Senior Director of informa- 
tion technology at Wharton, 
“Smartphones makers need to pay at- 
tention to interoperability between de- 
vices.” “The PC industry has evolved to 
an elegant situation where consumers 
have a choice of options, and developers 
aren't boxed into a corner of having to 
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pete with market leaders like Nokia, 
Apple, and RIM are banking on 
Google’s Android technology to revive 
their sagging fortunes, and their key 
for revival depends on how they provide 
applications and features by enhanc- 
ing their existing portfolio. “Google An- 
droid is the biggest wild card, not Palm 
or other handset vendors. Android is a 
kind of virtual phone; you can run it on 
almost any Smartphones and so it 
dodges the problem of being connected 
to a single operator by not being con- 
nected to a single handset model or 
vendor,” notes Nolle. “If Google can get 
the software and developer support up, 
they'll be the giant-killer," he reckons. 
Korean mobile maker LG has an- 
nounced that it would launch two new 
Smartphones this year based on An- 
droid technology. Samsung also in- 
tends to power its new offering of Tocco 
Ultra and its first-Android based 
phone Rachael, a spiced up version of 
its old model Xperia, which are ex- 
pected to hit the market in the third 
quarter of 2009. Motorola too is plan- 
ning to revamp its Smartphones port- 
folio with Android technology. 


Smart(phone) is the future 

As history suggests, as with other tech- 
nological inventions and innovations, 
prices of Smartphones too are bound to 
keep tumbling as the pace of technologi- 
cal advancements accelerates, a la 
Moore’s Law. Or, so the nascent history 
of Apple’s iPhone suggests; the com- 
pany slashed prices of its iPhone 3G 
16 GB model from $599 in 2007 to just 
$99 this year. 

Besides handset affordability, 
availability of faster and affordable 
bandwidth in fast growing markets 
like India and China will also play a 
crucial role in expanding the user base 
of such converged devices. With many 
countries having either migrated to 3G 
networks or planning to do so, it is 
hoped that it will only help improve the 
browsing experience for users. This 
apart, with the mobile-banking in- 
creasingly becoming a reality, as users 
look to do more such things, such as 
pay their utility bills, do shopping, 
play games, download music, and 
share files and pictures, Smartphones 
are going to rule the roost. Notwith- 
standing the current gloomy economic 
scenario worldwide, many experts fore- 
cast the segment to grow unhindered. 
For example, research firm In-Stat ex- 
pects Smartphones’ share to increase 
to 20% by 2013. In a latest report, Ju- 
niper Research forecasts that between 
2008 and 2013, annual sales of 
Smartphones will rise by 95% to more 
than 300 million, led by a rising de- 
mand for complex Web 2.0-centric ap- 
plications. It further predicts that by 
2013, about 23% of all new mobile 
phones will be Smartphones, up from 
13% in 2008. 

While such rosy forecasts are bound 
to attract a lot of new players, their suc- 
cess and hence future will depend on 
how quickly they adapt to changing con- 
sumer preferences. To quote Jeff Kagan, 
a noted telecom industry expert, “This 
is a very competitive marketplace and 
who leads can change quickly, competi- 
tors are only as good as their last device 
rollout.” = 


- Amit Singh Sisodiya and Ramana Pemmaraju 
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US Financial Regulations Reforms 


Its Now or Never 





The US government has unveiled an overarching reform of the complex 
financial regulation system to avoid future crises. Is regulation a panacea for 
future crisis? 





Our goal must be a stranger system 
that can provide the credit necessary for 
recovery, and that also ensures that we 
never find ourselves in this type of finan- 
cial crisis again. We are moving quickly 
to achieve those goals, and we will keep at 
it until we have done so. 

— Timothy Geithner 
US Treasury Secretary 


US economy is experiencing 
one of the worst financial crises 
since the Great Depression. It 

all started with the subprime mortgage 
crisis two years ago and then spread to 
all other forms of debt. Estimates indi- 
cate that the total losses of the US 
banks could reach as high as.one-third of 
total banks’ capital. Thus, the financial 
crisis has led to a sharp decline in bank 
lending and this has effected a severe re- 
cession in the economy. Tbe root cause 
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for the financial mess lies in the current 
system, which was imbued with weak- 
nesses and jurisdictional overlaps, and 
suffers from an outdated conception of 
financial risk. For instance, investment 
banks which compete with mainstream 
banks were beyond company rules and 
were able to take on more leverage. Simi- 
larly, insurance deposits owned by in- 
surance firms were out of the purview of 
bank regulations. On the other hand, 
corporates were able to exploit their orga- 
nizational structure by choosing lenient 
regulators. Thus, the loopholes in the fi- 
nancial regulatory regime influenced 
some organizations to take hasty bets. 
The Obama administratien's new regula- 
tions attempt to bridge these gaps. With 
the proposed reforms, the US government 
is reassuring the Americans that the fi- 
nancial system will be better controlled 
and is critical to the economic recovery. 


The overhaul of the financial system 
is directed at better arming the regula- 
tors to deal with the crisis. The new re- 
forms take on some tough jobs, such as 
forcing large financial firms to boost 
their capital cushions and regulating 
over-the-counter derivatives, hedge 
funds and asset-backed securities, 
where inadequate regulation triggered 
the financial crisis. They aimed to avoid 
future crises in the form of tighter regu- 
lation of the biggest financial institu- 
tions and a new framework for con- 
sumer and investor protection. One of 
the populist measures of reforms in- 
cludes the creation of Consumer Finan- 
cial Protection Agency (CFPA) to pro- 
tect people from the extremes of credit, 
savings and mortgage markets. Offi- 
cials are of the view that their goal is to 
make it less likely that the economy 
will ever again stagger on the brink of 
collapse by giving policy makers more 
tools to arrest if any crisis occurs the 
next time. After the New Deal in the 
1930s, the proposed financial regula- 
tion is the biggest push by delegating 
power to the Federal Reserve to super- 
vise any large financial institution 
which could threaten the financial sys- 
tem as a whole. In a nutshell, it is a 
move to bestow more power on the cen- 
tral bank to supervise and ultimately 
order the takeover of any financial insti- 
tution in trouble (the likes of Citigroup 
and Goldman Sachs). 


New foundation, new stability 

President Obama described the finan- 
cial regulation reform as nothing short 
of a new foundation, designed to curb 
*risks built on piles of sand." He de- 
scribed reforms as the biggest shake-up 
of the US system of financial regulation ' 
since the 1930s. According to him, the 
lack of oversight among finance firms 
prompted systemic abuse, causing 
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Proposed Financial Reforms 


Five major objectives of financial reforms: 


+ Promote Robust Supervision and Regulation of Financial Markets 

+ Establish Comprehensive Regulation of Financial Markets 

+ Protect Consumers and investors from Financial Abuse 

+ Provide the Government with the Tools It Needs to Manage Financial Crises (and) 
+ Raise International Regulatory Standards and Improve International Cooperation 


Proposed reforms include: 


« Anew regulatory “Financial Services Oversight Council"; 


+ More power to the Fed over "all firms that could pose a threat to financial stability, even those 
that do not own banks” such as insurance companies; 


+ Stronger capital standards for all financial firms; 


Registering hedge fund advisors; 


Ф е о +» Ф + 


Anew “National Bank Supervisor” over all federally chartered banks; 


New regulation of securitization and derivatives markets; 

increased market transparency and the effectiveness of credit ratings agencies; 
Originators of іоапѕ packaged into securities to retain some of the credit risk; 

Broker and loan originator compensation changes away from income up front to spreading it 


out over time and making it dependent on the performance of loans they make; 


« Anew “Consumer Financial Protection Agency" to safeguard them from potentially harmful 
complex financial products, including securities, mortgages and credit cards; 


+ "Stronger regulations to improve the transparency, fairness, and appropriateness of consumer 


and investor products and services"; 


+ New ways to “resolve non-bank financial institutions whose failure could have serious Sys- 


temic effects”; 


+ Changing the Fec's “emergency lending authority to improve accountability"; 
¢ Establishing ‘wind down’ authority to take over large financial firms like AIG, Fannie and 


Freddie; and 


+ International reforms, including greater oversight of global financial markets and more control 
through a process whereby G-20 countries cooperate in regulating transnational companies. 


Scurce: J5 Treasury Departrnent 


risks for both companies and individu- 
als. His administration is working hard 
to build a new foundation for sustained 
economic growth. He said, "This will not 
be easy; we know that this recession is 
not a result of one failure but of many. 
And many ofthe toughest challenges we 
face are the product of a cascade of mis- 
takes and missed opportunities which 
took place over a ccurse of decades." 
With new proposals, the Obama admin- 
istration pushed the critical debate to 
specific action. Timothy Ryan, Chief Ex- 
ecutive. Securities Industry and Finan- 
cial Markets Association, opines, “This 
is an important step forward and it was 
a once-in-a-generation epportunity to 
rebuild the US regulatory structure so 
that its financial system is more stable, 


46 | August 2009 | 


more resilient and better underpins a 
dynamic economy.” The key goal of the 
new regulator architecture is to restore 
investor confidence with new discipline 
and transparency. It is aimed to pre- 
serve financial stability by reshaping 
every nook and cranny of the financial 
system with more powerful regulators. 


Regulating risky business 

One of the important offshoots of the re- 
form proposals is to curb reckless risk- 
taking appetite of people which drove 
the economy into red. On this front, the 
policy makers clarify that it does not 
seek to ban any innovation or product, 
but acknowledges that risks will arise 
from new ones. Once the reforms bill 
passes, both loan issuers and origina- 





tors of securities market should retain 
a financial interest of at least 5% in se- 
curities loans. By doing so, regulators @ 
hope that loan issuers will be more 
stringent in their loan practices. Execu- 
tive compensation, considered to be the 
major culprit behind excessive risk tak- 
ing, will also be reined in, and hence- 
forth shareholders will have a greater 
say in deciding executive compensation. 
As part of the new regulatory regime, a 
compensation authority has already 
been appointed to ensure that pay is not 
linked to performance, which earlier en- 
couraged executives to take extra risks. 
Under the regulatory overhaul, big : 
banks are required to put more money 
aside against future losses and also to 
curb excessive risk taking. Lawrence 
Summers, White House National Eco- 
nomic Council Director, said in a 
speech, “Considerations of stability, 
safety and systemic risk have to loom 
larger in the planning, thinking, and 
strategizing of every financial institu- 
tion going forward than they have in the 
past.” 


Towards greater transparency 

The Wall Street Journal described regu- 
latory reform more as a marathon than 
a sprint to the finish. It says that the 
President is clear on the objectives of 
the reform, as he has underlined greater 
transparency, more-uniform supervi- 
sion of financial products, and ‘strict ac- 
countability for market players who en- 
gage in risky behavior. Obama has 
promised “a transformation on a scale 
not seen since the reforms that followed 
the Great Depression”. This statement 
reveals that there was a lack of institu- 
tional reform in the US after the Great 
Depression and stresses that strong 
transparency and accountability 
mechanisms are the need of the hour. 
As per new rules, originators, under- 
writers and credit rating agencies in- 
volved in the Asset-Backed Securities 
(ABS) markets are required to improve 
and standardize disclosure practices. 
To achieve this goal, the administration 


encouraged the Securities and Ex- > 


change Commission (SEC) to continue 
its efforts to strengthen the integrity of 
the credit ratings process. The new 
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rules also propose to bring the markets 
for all OTC derivatives and ABS into a 


* coherent and coordinated regulatory 


} 


framework that requires transparency 
and improves market discipline. 


Concerns remain 

However, critics are of the view that the 
new rules will not sweep away the con- 
fusing and sometimes overlapping 
patchwork of state and federal supervi- 
sors that often clash with jurisdiction. 
The US economy is facing an economic 
meltdown mainly because of an inad- 
equate regulatory system rather than 
failed regulators. Dean Baker, Center 
for Economic and Policy Research, veri- 
fies, “The basic story of this crisis was 
not that the regulatory authorities 
lacked the ability to rein in this disas- 
ter before it was too late. Rather, the 
regulators—most importantly the 
Fed—opted not to use their power to 
rein in the housing bubble.” Critics say 
institutions have been shopping around 
for the regulator with the lightest touch 
and that system-wide problems fell 
through the cracks. According to them, a 
bigger concern is Obama’s failure to sort 
out the tangle of regulators in the coun- 
try. A leading consultant firm groans 
that “the Office of Thrift Supervision 
(OTS) will be subsumed into another 
agency, but that still leaves four federal 
bank regulators (plus state agencies), 


and these will have to work alongside 
the CFPA.” 

Axel Merk, Merk Investments, ad- 
vises, “The proposed reforms are turn- 
ing the Fed into a regulatory conglomer- 
ate. Without a doubt, the Fed would 
then be faced with many politically sen- 
sitive decisions. The Fed is setting it- 
self up for failure; the day will come that 
its decisions will be questioned.” Be- 
sides, too many new powers to the Fed 
may dilute its central role of conducting 
monetary policy. The industry argues 
that new proposals may lead to over- 
regulation and curb innovation, while 
others believe that the plan falls short 
of truly bold changes. Peter Wallison ar- 
gues that though “consumer regulation 
sounds great, but if the protections are 
cumbersome and expensive, lenders 
will compensate by raising interest 
rates or lending only to the safest bor- 
rowers, and consumer credit will, para- 
doxically, become costlier.” 


Will history repeat itself? 

In the past too, the world’s largest 
economy has suffered periodic finan- 
cial crises, and the first dates back to 
1792. In the 19% century, bank panics 
occurred on a regular basis, of course, 
followed by the Great Depression of 
1929 when two-fifths of the American 
banks went bankrupt. Similarly, is the 
US economy in the midst of another 
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such crisis? The Obama 
administration's answer is: financial 
reforms and promises to prevent such 
crises once and for all. Experts say that 
every financial crisis originates from a 
failure of imagination and before the 
crisis, no one foresees problems. Ac- 
cording to them, the current crisis did 
not occur merely because of subprime 
mortgages or even complex bonds. In 
early 2007, when the problems of 
subprime crises emerged, a few regula- 
tors and policy makers foresaw a wider 
financial meltdown but most of them 
failed to detect looming chain reac- 
tions. They expect that the next crisis 
may come from anywhere—perhaps, 
the follies of the government might see 
the US federal debt rise to $11 tn by 
2009. As of now, US Treasury bonds 
are the bedrock of global financial mar- 
kets and investors treat them as safe 
and reliable. If a glut of bonds results 
in the loss of investor faith, there will 
be wider ramifications in the global fi- 
nancial markets. The seeds of next cri- 
sis are for sure not found in the debris 
of the current financial crisis. There- 
fore, experts say that the problem was 
not lack of regulation, but was a lack of 
imagination. It indicates that regula- 
tion is not a panacea for future crises.uw 


— № Janardhan Rao 
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With the digitization of medical records, the ailing US healthcare sector 


| 


A Shot in the Arm 


ч 
b. 


LT 
Ы? 57 (а 


"rs 


will get a big boost, and costs, over the long run, will decline. 





nformation technology (IT) has un- 

deniably swayed every other indus- 

try across the globe by way of im- 
proving quality and reducing costs, and 
healthcare is no exception. Neverthe- 
less, given its history of innovation, 
healthcare sector in US is surprisingly 
averse to embracing IT for all these 
years. Not any longer. In fits and 
starts, it is at long last catching up. In- 
deed, enhanced and affordable 
healthcare is on the minds of many 
Americans these days. IT seems to be 
the best way to deal with the ailing 
healthcare system. Thus, it could no 
longer resist joining the global revolu- 
tion driven by IT force. 

Consequently, IT is on the verge of 
revolutionizing US healthcare system. 
After decades of delay in adopting IT, it 
в now on the threshold of transforming 
tselfinto an IT-driven entity. As part of 
Ье unprecedented bid to revive the 
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economy, US President Barack Obama 
has drawn a massive plan to medernize 
healthcare. This calls for the standard- 
ization and computerization of all the 
health records within five years. This is 
poised to give a big boest to the quality 
of US healthcare systera and in turn de- 
cline the costs dramatically over the 
long run. 


A glorious stimulus plan 

The more wired the hospital is, the bet- 
ter off its patients, with fewer complica- 
tions and lower costs, according to a 
large study conducted by Texas hospi- 
tals. Unfortunately, very few hospitals 
and doctors' offices in US are wired, and 
the country lags behind other developed 
economies in adopting such svstems. 
Only a mere 8% of the country's 5,000 
hospitals and 17% of its 800,000 physi- 
cians presently use the kind of common 
computerized record-keeping systems 





that Obama envisages for the whole 
economy. Dr. David Blumenthal, Head 
of the Institute for Health Policy at 
Massachusetts General Hospital af- 
firms, "We are at a very early stage in IT 
adoption, a very low stage compared to 
other countries." 

Indeed, the Bush administration 
had initially set a goal of 2014 for digi- 
tizing medical records, which got a fur- 
ther boost in 2009 when the Obama 
administration approved the eco- 
nomic stimulus bill which included 
$19 bn for health IT. Dubbed as the 
Health Information Technology for 
Economic and Clinical Health Act 
(HITECH), the plan includes $17 bn 
for incentives through Medicare and 
Medicaid reimbursements to encour- 
age doctors and hospitals to switch 
over from their 19% century filing sys- 
tems. Under the federal stimulus pro- 
gram, beginning from 2011, hospitals 
are eligible for several million dollars 
aid for tech purchases, and physicians 
who show meaningful usage of health 
IT would be eligible for incentives up 
to $40,000-65,000. However, there is 
also a stick: these incentives would be 
cut for hospitals and medical prac- 
tices that do not go electronic, with 
penalties in place, by 2016. 

The bill also allocates $2 bn over the 
next two years for planning and train- 
ing, including ensuring that new pro- 
grams can be used effectively by all 
standards. That would essentially as- 
certain that data can be transferred be- 
tween different medical centers and 
physicians and that doctors are trained 
in how to incorporate electronic record 
keeping and other technologies into 
their practices. This would also fortify : 
privacy and security laws to protect the 
ever-increasing personal medical infor- 
mation that goes electronic. 
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Much-needed boost 

The US healthcare system is quite 
unique in the developed world with 
higher costs and tens of millions of 
people with no coverage. At a time, 
when wages are growing at a rate of 
around 3% a year, healthcare costs are 
escalating at about three times that 
rate. Hence, Obama has made 
healthcare reform a top priority of his 
administration and called for an over- 
haul of the ailing healthcare system, 
which is crucial for the nation’s long- 
term economic stability. “The cost of 
our healthcare has weighed down our 
economy and the conscience of our na- 
tion long enough. So let there be no 
doubt: healthcare reform cannot wait, it 
must not wait, and it will not wait an- 
other year,” the President promised in 
his first address to the Congress. 
Though the President aims to expand 
health coverage to more people, digiti- 
zation or greater modernization of cur- 
rent medical records should precede 
that to handle the increased capacity 
effectively. Besides this, digitization 
would also curtail waste, wash out red 
tape, and minimize the need to repeat 
expensive medical tests. Obama added, 
“It just won't save billions of dollars 
and thousands of jobs—it will save 
lives by reducing the deadly but pre- 
ventable medical errors that pervade 
our healthcare system." 

Undeniably, digital healthcare or 
‘Health IT’ promises to cut medical er- 
rors, avert unnecessary tests and proce- 
dures and identify better treatments. 
Though the concept as such is not new 
with other industries, healthcare sector 
somehow lagged far behind in embrac- 
ing IT, even as they adopted state-of- 
the-art science and technology to treat 
their patients. Nevertheless, as it is 
now gearing up to embrace IT, the re- 
sulting savings of the plan could be sub- 
stantial. It is estimated that a fully 
computerized health record system 
could save the industry around $200- 
300 bn a year which could ultimately 
slow down the rapid rise of healthcare 
premiums. "Obama's support for elec- 
tronic medical records is one of the key 
efforts of health reform that actually 
will deliver lower costs for hard-work- 
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ing American families," said Larry 
McNeely, a Healthcare Advocate at US 
Public Interest Research Group. *Long- 
term savings can't happen unless we 
have 21* century health information 
technology." 

Consequently, all the medical facili- 
ties which use digital health records will 
save on cost of paper, printing and other 
associated costs of paper record keeping. 
Paperless practices will also come with 
increased security as there is no chance 
of loose papers getting misplaced or mis- 
filed. Having in-built tracking system, 
software systems can also aid in reduc- 
ing transcription errors, placing pre- 
scription and procedure orders online. If 
each patient's records are kept in a sepa- 
rate digital file, any doctor who sees that 
patient will have access to all kinds of 
information about him, which can as 
well help in avoiding test duplication. 
Even the health provider would find it 
easier to access all the test results avail- 
able in the single file. 

It is presumed that there will be a 
significant drop in patient visits with 
the implementation of electronic record 
system, as this allows doctors and pa- 
tients to communicate by telephone or 
e-mail for routine contacts. Besides 
this, as all personnel are connected via 
e-mail, there are tremendous savings in 
costs as well as time spent in routine 
procedures. Digital images are another 
way in which electronic medical records 
can be used to save money. These can be 
sent securely online and stored in small 
servers, saving on storage and materials 
costs. Moreover, this also enables doc- 
tors to turn to their computers for guid- 
ance on recommended treatments. All in 
all, this will result in improved patient 
care and better diagnostic tools for prac- 
titioners too. ^Obama's time frame is 
very ambitious, but there is a need to be 
able to track data on patients and talk 
across providers and healthcare sys- 
tems," said Dr. JudyAnn Bigby, Secre- 
tary of Health and Human Services for 
Massachusetts. "The program will allow 
for greater patient safety." 


A long way to go 
Although Obama wants to computerize 
the nation's healthcare records in the 


Digitizing US Healthcar 


coming five years, critics feel that th 
plan comes with a massive price ta; 
and shortage of skilled labor. Indepen 
dent studies from Harvard, RAND an 
the Commonwealth Fund have indi 
cated that the plan could cost at leas 
$75-100 bn over the 10 years, whicl 
seems to be a costly affair. As the tota 
cost of the stimulus plan to the entin 
economy is estimated to be $800 bn, al 
location for healthcare initiative prove 
to be the costliest. A significant chunl 
of it will go for training the labor forc 
needed to create the network. As such 
highly skilled health information tech 
nology professionals are very scarce an 
this necessarily calls for the training o 
many more as health technology ex 
perts. 

Nonetheless, many analysts fee 
that the benefits of healthcare digitiza 
tion far outweigh the risks. Indeed, ovei 
the years, the Internet has made 
healthcare more accessible, interactive 
and highly helpful. Some ofthe many I 
applications in healthcare include 
Telemedicine, Healthcare Informatior 
Systems (HIS), Picture Archiving anc 
Communication Systems (PACS), etc 
Hence, it is anticipated that digitizing 
health records would be greatly benefi. 
cial to all the related parties. The bil. 
lions in taxpayer funds through stimu- 
lus plans have enthused tech titans 
such as General Electric, Intel, and 
IBM who are challenging traditional 
medical suppliers. Microsoft and 
Google are gearing up to put electronic 
medical records in the hands of pa- 
tients via the Web. Wal-Mart is col- 
laborating with computer maker Dell 
and digital vendor eClinicalWorks to 
sell IT to doctors. Although it may take 
a longer time to witness the full effects 
of the plan, nevertheless, as and when 
this momentum picks up pace, the 
quality of healthcare will get a big 
boost, and costs, over the long run, will 
decline. Hence, regulators, healthcare 
providers and security professionals 
will have to do their part to see that all 
the hospitals and clinics switch to elec- 
tronic medical records.s= 


— Y Bala Bharathi 
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A huge burden of debt is hanging over borrowers across ће world. And 
the real solution to this crisis lies in the strong growth of the world 


economy. 





cloud of global fmancial crisis 
has not even cleared, and yet 
another crisis of massive public 
debt already looms large over the finan- 
cial herizon. The governments across 
the glebe, particularly those of the de- 
veloped economies, have been on a bor- 
rowing spree to shield their economies, 
and this has inadvertently put enor- 
mous pressure on their exchequers. As 
the all-pervading recession has dried up 
the tax revenues, the policy makers 
across the globe have gone on a spend- 
ing spree to get their economies back on 
track and to prop up their banks. The 
upshot has been mounting sovereign 
debt across the globe. 

The world has not experienced this 
kind of borrowing binge ever since the 
Second World War. It is now held that 
the soaring debt burdens of countries 
across the globe could hold back the re- 
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covery of the global economy. A few 
downgradings of sovereign debts (for ex- 
ample, leading rating agency Standard 
& Poor’s has downgraded its outlook for 
British sovereign debt from ‘stable’ to 
‘negative’) have already been reported. 
And the International Monetary Fund 
(IMF) estimates that, by the next year, 
the public debt of the 10016 rich nations 
will reach 107% of their GDP, up from 
78% in 2007, and touch 114% by 2014. 
It further notes that the world’s second 
largest economy, Japan and the big Eu- 
ropean nations like Italy, Germany and 
France also carry very large debt loads. 
And the debt situation is more serious 
in the US and UK, where debt loads 
used to be relatively low, but are now 
rising at a very fast clip. 


Billowing debt 


Many governments of the rich and the 


emerging nations alike took advantage 
of the boom phase of 2003-07 to bolster 
their finances and tried to cut down 
their fiscal deficits and reduce public 
debt levels as well. However, little 
progress was made at that time to ad- 
dress long-term demographic pressures 
on government spending. However, in 
recent years, things have reversed and a 
combination of worsening economic 
prospects, declining commodity prices, 
and severe financial stress has led to 
sharp increases in debt issuance, which 
eventually resulted in widening fiscal 
deficits. In addition to this, the graying 
workers and escalating healthcare 
costs have accentuated the fiscal situa- 
tion in the rich countries. It is estimated 
that by 2050, one-third of the world's 
rich population will be over 60, and ac- 
cording to the IMF, the demographic bill 
is likely to be 10 times bigger than the 
fiscal cost of the financial crisis. If it is 
left unchecked, demographic pressure 
will result in the mounting of the com- 
bined public debt of the big rich econo- 
mies to 200% of their GDP by 2030. And 
interestingly, the emerging nations are 
better positioned than their rich coun- 
terparts on the debt front. The investing 
community has long regarded the 
emerging nations as comparatively 
risky sovereign borrowers because of 
their history of defaults and the associ- 
ated macroeconomic instability. How- 
ever, the emerging nations are now in a 
better fiscal shape than their richer 
counterparts. The emerging members 
of the G20 had a ratio of public debt to 
GDP of 3896 in 2007, and according to an 
IMF study, by 2014, this is likely to fall 
to 35%, less than a third of the rich 
world's average. 

Against this backdrop, yield : 
spreads and prices on sovereign credit 
default swaps have gone up across a 
range of countries. According to the IMF 
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“Governments across the world are facing а Catch-22 situation. In the long run, they 
will have to tighten their belt by raising more taxes and cutting down on non-essential 


public spending.” 

The cloud of the global financial crisis has not even cleared, and yet 
another crisis of massive global public debt looms large over the finan- 
cial horizon. What has led to this unprecedented debt situation? 
Susanne: The free flow of credit certainly played some role in 
the buildup of public debt. More importantly, the free flow of 
credit resulted from extraordinarily good economic times. The 
market prices of assets were rising steadily. Rising valuations, 
especially where they were based on improving revenues from 
robust economic activity, led to rising income streams for gov- 
ernments. This encouraged governments to borrow more, per- 
haps to expand services or improve infrastructure. At the same 
time, rising market prices for financial assets encouraged more 
savers end investors into the market. That led to an increasing 
supply of investable funds, which drove demand for sovereign 
and municipal debt. This process, driven by the financial ser- 
vices industry instead of the real economy, is eerily similar to 
the driving forces behind the ‘subprime crisis’. The demand for 
public offerings pulled more debt issuance out of borrowers with 
seemingly little concern for repayment; the financial sector 
gains its profits from issuance fees, trading fees, underwriting 
fees, etc. Those who buy and hold the debt, along with the bor- 
rowers, will be the ones to suffer the consequences. 

Nobuyoshi: Due to the sharp decrease in the aggregate de- 
mand, it is reasonable for national governments to expand 
their expenditures. Of course, the governments face 
intertemporal budget constraints. According to classical 
Keynesian assumption, governments should keep budget sur- 
pluses during the booming period. However, in reality, it is 
very hard to increase tax or decrease expenditures even in the 
booming period due to political reasons. So, most of govern- 
ments suffer chronic state of deficits. 

Therefore, once the governments want to expand expendi- 
tures, they have to issue massive public bonds. For example, 
the Japanese government debts amounted to 846 tn yen at the 
end of March 2009 and will be 923 tn yen by March 31, 2010. In 
total, the factors that led to this unprecedented debt situa- 
tions are: chronic state of deficits; serious economic crisis; and 
ampie savings (or strong demand for safe assets). 

B P Mathur: The massive increase in publie debt of rich coun- 
tries is lergely due to huge public spending, including bailout 
packages to banks and financial institutions to fight the cur- 
rent recession in the economy. This is the traditional 
Keynesian prescription to boost effective demand in the 
economy, which was used successfully in fighting the Great 
Depression of the 1930s. 

How do you see the debt position of the rich nations vis-à-vis the 
emerging nations? 
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Susanne: Certainly, emerging nations have taken advantage 
of the depth of rich nations’ capital markets to increase their 
debt through public offerings. As a matter of scale, the debt 
positions of financial institutions in US have resulted in the 
issuance of credit default swaps in an order of magnitude 
similar to that of many nations. At the end of June 2009, only 
Italy, Turkey and Brazil were covered by more credit default 
swap contracts than JP Morgan Chase and Bank of America. А 
In addition to those two global banks, Goldman Sachs, Мог- 
gan Stanley, Deutsche Telekom AG, France Telecom and 
Wells Fargo Bank, all have more credit derivate coverage than 
the Philippines. These large credit default swap positions are 
the result, basically, of two things: the amount of debt out- 
standing for each entity and the credit market’s evaluation of 
the potential for default. Furthermore, credit derivates are 
issued without any regard to the underlying supply of debt 
securities. Gross credit default swaps outstanding for the 
debt of Iceland are equal to 66% of GDP, about 20% of GDP for 
Hungary and the Philippines, and around 18% for Latvia, Por- 


tugal, Panama and Bulgaria. The point is that if these coun- 


tries default on their debt, it is those global banks that will be 
making these enormous payments instead of the countries. 
Nobuyoshi: There are two important points on the issues. 
First, who held the bonds? For example, Japanese govern- 
ment bonds are dominantly held by Japanese investors. US 
government bonds are held by various foreign investors. (Note 
that US is special because US dollar is international key cur- 
rency.) Second, who will pay back the debt? For example, Ja- 
pan is aging. Fewer young generations have to assume the 
burden of debts. So, the burden is heavier for countries with 
growing population. 

В P Mathur: The rich countries of the world are going to face 
severe fiscal crisis in the years to come. It is estimated that by 
next year, the public debt of the 10 richest countries of the 
world will reach 105% of GDP. In contrast, the emerging coun- 
tries’ debt (BRIC) will be around 35 to 40% of GDP. However, 
it :s better to view the problem in a country-specific manner. 
US is facing the biggest problem. Its budget deficit, which was 
of the order of $450 bn (3.2% of GDP) in 2008, will jump to 
$185 tn (13% of GDP) in 2009. 

India had enacted Fiscal Responsibility and Budget Man- 
agement Act in 2003 in order to bring greater prudence in 
fiscal management and contain ballooning public debt. 
India's public debt was 6426 of GDP (2007-08). At the time of 
2008-09 budget presentation, it was targeted that fiscal defi- . 
citwill be 2.596 of GDP. However, the year has ended with a big 
increase in fiscal deficit, which is of the order of 8% largely due 
to mcreased spending and lower tax collection. If we add the 
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fiscal deficit of the States which is close to 4% of GDP, the 
overall deficit has been of the order of 12% of GDP, which is 


(totally unsustainable. 


What could be the consequence of the crisis? 

Susanne: Well, obviously, a crisis in sovereign debt would 
cause problems within those nations, and within their trad- 
ing partners, their lenders (banks, sovereigns or international 
donor organizations), and for the global financial institutions, 
who sold default protection through the credit derivatives 
markets. The financial impact would be more than anything 
we have seen so far; most global financial institutions re- 
ceived bailouts from their sovereign governments, so that the 
impact of the September 2008 financial crisis was lessened 
or at least delayed. Yet, I believe that the more dire conse- 
quence of a widespread sovereign debt crisis, if there is one, 


will be civil unrest fomented by the deterioration in 


government’s critical functions that will result from their 
weakened financial position. 

Nobuyoshi: I understand that stimulative fiscal policy was 
necessary. However, the marginal benefits of expenditure 
should be larger than the marginal costs of expenditure. As 
far as the Japanese expansion fiscal policy package is consid- 
ered, I doubt there are many ‘wasteful expenditures’. Due to 
the accumulated debts, financial credibility of the govern- 
ments becomes more questionable. 

For example, we are afraid that in the near future, the 
Japanese government will find it hard to issue bonds. In other 
words, the governments will not be able to raise enough 
money to support their basic policy. In sum, we postpone pain- 
ful resolution. 

B P Mathur: Governments across the world are facing a 
Catch-22 situation. In the long run, they will have to tighten 
their belt by raising more taxes and cutting down on non- 


essential public spending. 


What are the options available to the policy makers across the globe to 
combat this crisis? Will the rich world's governments be able to con- 
tain their debt burdens through budgetary discipline alone, or will they 
be tempted to turn to inflation or even forced to default? 

Susanne: Policy makers are just as vulnerable to financial 
crises as any other investor or borrower—they seem to have 
no prescient knowledge of the dangers associated with over- 
speculation, lack of solid accounting practices, etc. How else 
do we explain their dependence on borrowing? Basic account- 
ing principles can guide users to monitor income and spend- 
ing; actuarial analysis directs us to save during times of 
'feast' and spend the surplus during times of famine'. The US 
government and others have already decided to inflate their 
currencies to levels not seen before. I shudder to even think 
what a large country (G8 nations, for example) sovereign de- 
fault would mean; however, I would deem such a scenario as 
highly unlikely. 


_ Nobuyoshi: The basic issue is ‘fiscal illusion’, namely, people 


often forget that the government expenditure is assumed by 
taxpayers (i.e., themselves). Therefore, people demand too 
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many things from the government. So, how to build reliable 
mechanism in government fiscal scheme to avoid such fiscal 
illusion is our key challenge. Unfortunately, I have no good 
plans. However, the smaller the government is, the lighter the 
fiscal illusion issue is. (People cannot be free riders in a small 
society!) So, decentralization of budget power from central 
government to local governments is one promising possibility. 
To tell the truth, the possibility to reestablish strong bud- 
getary discipline is very low. In this pessimistic scenario, one 
solution for fiscal crisis is inflation. However, we have to avoid 
hyperinflation because of its huge economical as well as po- 
litical costs. So, moderate budget discipline with mild infla- 
tion is the realistic way. 
B P Mathur: There is no question of the rich world defaulting 
on public debt. The debt burden can be contained through 
budgetary discipline, of which the rich world has a track 
record. 
In the past also, the world economy has encountered such kind of debt 
situation. What have been the past experiences? What lessons can be 
drawn from the past experiences? 
Susanne: A sovereign debt crisis in this environment would 
be unlike anything we have experienced in the past. Not only 
have financial markets become more globally integrated— 
with countries borrowing and lending across national borders 
with ease—but the use of credit derivate products has become 
widespread. These derivatives will have a multiplier effect on 
every sovereign debt default. For example, credit default 
swap contracts are written without being limited to the total 
value of the underlying assets. Therefore, there could be 9 to 
15 times as many credit default contracts to be paid by global 
banks as there is debt in default. There are about $2 tn of 
credit default swap contracts outstanding today on just 50 of 
the world's 200 nations. These contracts could become pay- 
able under even the most modest credit event, spreading the 
damage globally even before debt-service payments are 
missed. For example, it is now known that AIG's Financial 
Products Division wrote contracts that became payable when 
the market price of debt decreased, regardless of whether or 
not the borrower had missed a payment. These circumstances 
did not exist during the last debt crisis. If widespread sover- 
eign defaults happen, we can expect to see something new. 
Nobuyoshi: A famous example is Germany after the World 
War I. The German government with a weak tax base was 
forced to finance its expenditure by printing money. The con- 
sequence in terms of economy was hyperinflation and the con- 
sequence in terms of politics was the Nazis. We have to learn 
from these past tragic experiences. 
B P Mathur: In the 1980s and 1990s, a series of reform mea- 
sures taken by most of the developed countries helped check 
fiscal profligacy, secured better value for money and boosted 
economic growth. The UK launched Financial Management 
Initiative (FMI) when Margaret Thatcher was the Prime Min- 
ister, as part of the widespread measures to reform the public 
services. This was followed by Fiscal Responsibility Code in 
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1997 and Comprehensive Spending Review in 1998 during 
Tony Blair’s regime. This helped UK achieve budget surplus 
in 1997 and 1998 and some of the subsequent years. In US 
legislative, action was taken to reduce deficit and reduction of 
public debt. Gramm-Rudman-Hollings Act of 1987 set deficit 
reduction targets and sequestration procedures. As a result, 
the general government deficit declined from 1992 and US 
achieved a budget surplus of 2.4% of GDP in 2000. However, 
during the Bush presidency, due to tax cuts and heavy spend- 
ing commitments, US again moved into heavy deficits and the 
fiscal discipline brought by the Clinton administration van- 
ished. New Zealand had taken a series of legislative mea- 
sures, including the Fiscal Responsibility Act, to promote 
good quality fiscal management. As a result, it was able to 
eliminaze fiscal deficit by the year 1994, after 10 years of 
difficult political decision making. New Zealand's public debt 
had fallen to 27% of GDP by 1997. The Maastricht Treaty 
(1991) governing the European Union seeks to place a limit of 
3% for the ratio between the Public Deficit and GDP and a 
limit of 6096 between Publie Debt and GDP. However, for the 
current economic crisis, the members of the EU have been 
following this fiscal discipline. 

How do you see the future of global economy? 

Susanne: I strongly suspect that things will work out in а 
positive way. Whether as a result of what Americans call ‘Yan- 
kee Ingenuity’ (and New Zealanders call ‘Kiwi Ingenuity’) or 
just the human will to survive, people are continuing to go to 
work every day, obeying just laws, working for the safety and 


report on World Economic Outlook 
(April 2009), the most affected coun- 
tries have been those with a large and 
vulnerable banking sector, whether 
from excessive leverage (for example, 
Iceland), exposure to emerging Europe 
(Austria), or exposure to housing correc- 
tions (Ireland and Spain). Moreover, se- 
rious concerns over the impact of a pro- 
longed downturn on the already weak 
fiscal positions have also played a part 
(for example, Greece). The report fur- 
ther adds that in the emerging econo- 
mies, among the most affected have 
been countries with large external fi- 
nancing needs (for example, in emerging 
Europe), high risks of financial and cor- 
porate stress (for example, in central 
Asia), and risks of widening fiscal defi- 
cits as commodity revenues plummet 
(for example, in some South American 
countries). 

Till date, only one South American 
country, Ecuador has defaulted on sov- 
ereign debt. And, it is now feared that 
there could be contagion effects with 
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prosperity of their families and building futures for their chil- 
dren. These are the actions, in the long run, that determine 
the outcome of the global economy. 
Nobuyoshi: I am optimistic about the future. Most economic 
issues can be solved by the increase of productivity. Our his- 
tory shows that intellectual possibility of mankind is limit- 
less. Free and fair competition gives many people the oppor- 
tunity te work hard and be innovative. 
ВР Mathur: The current global economic crisis shows that 
the present model of global economy, which allowed un- 
bridled play of market forces with US as a dominant player, 
was totally unsustainable. Much of the growth in US and UK 
was driven by the financial sector. The bankers and the fund 
managers were not doing anything useful, they were simply 
shuffling money around to nobody's profit but their own. A | 
sustainable economy needs to be built on the “real production 
of goods and services”. Thus, an efficient and globally com- 
petitive agriculture and industrial sector should be the foun- 
dation on which, a country's economy should be built. For this, 
the ‘State’ and the ‘Market’ have to work in harmony and in 
tandem, so that a dynamic and self-sustainable economy can 
be built. 
*СЕО and Chief Economist, STP Advisory Services, LLC and 
Contributing Editor, NewGeography.com, US. 
**Professor, Department of Economics, Nagoya University, Japan. 
+Former Dy Comptroller & Auditor General and Chairman Audit Board; 


Director, National Institute of Financial Management; Chief Executive, 
Sambodh Foundation; President, Senior Citizen Council for HRD, Noida. 
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Fiscal consolidation will be a maje challenge as the global economy starts to recover from the present crisis. 
Public debt is expected to continue mounting even as deficits are reduced. 
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similar characteristic. Moreover, the 
rising concerns of default on sovereign 
debts are reducing the room to use fiscal 
policy as a countercyclical tool to re- 
spond to weak macroeconomic condi- 
tions. The fiscal situation in US has de- 
teriorated and a sudden loss in appetite 
for US treasury bonds would be particu- 
larly damaging to the global system. 
These concerns underscore the impor- 
tance of devising realistic fiscal consoli- 
dation plans. 


Policy dilemma 

The alarming debt situation across the 
globe has put policy makers in an in- 
creasingly tight spot. In the short term, 
government borrowing is an essential 
remedy to recession. Without bank bail- 
outs and the stimulus packages, the fi- 
nancial crash would have been more se- 
vere. However, today’s fiscal laxity is 
unsustainable in the long run. Govern- 
ments’ need for liquidity will eventually 
crowd out private investment and choke 
economic growth. A sudden rush of fis- 
cal measures would be a mistake. 
Japan’s experience in 1997 is a case in 
point. In order to lower fiscal deficit, the 
government of Japan raised the con- 
sumption tax, which turned out to be 


| Chartered Financial Analyst | 


counterproductive and pushed the 
economy back into recession. It under- 
lines the fact that a rush for fiscal tight- 
ening is counterproductive, especially 
after a banking bust. Instead of reduc- 
ing their deficits now, the rich world’s 
governments need to be a little more pa- 
tient and can resort to more stringent 
fiscal measures once the growth mo- 
mentum sets in. However, the sheer 
enormity of their fiscal burdens may 
prompt the governments to reduce their 
loads by inflation or even outright de- 
fault. As history suggests, inflation 
seems increasingly plausible because 
many central banks are already print- 
ing money to buy government bonds. 


Growth, the messiah 

Indeed, the outlook is bleak. In a few 
countries, particularly the rich ones, the 
financial crisis has badly damaged the 
public finances. Moreover, it has been 
aggravated by the chronic age-related 
demographic pressures. Experts are of 
the view that the long-term mess that 
hes ahead is much bigger than the 
short-term fiscal pain. This has neces- 
sitated tightening of fiscal policy. And, 
unless belts are tightened by several 
notches, real interest rates are sure to 


rise, as will the risk premiums on many 
governments’ debt. Economic growth 
will suffer and sovereign-debt crises 
will become more likely. 

Given these circumstances, policy 
makers across the globe are a little wor- 
ried. The best way to tackle the costs of 
the graying population is to raise the re- 
tirement age further. That would 
brighten the medium-term fiscal outlook 
without damaging demand now. Again, 
economists opine that spending cuts 
should be preferred to tax increases. 
Rather than raising tax rates, govern- 
ments would do better to improve their 
tax codes, broadening the base and 
eliminating distortive loopholes. Other 
priorities will vary from one country to 
another. Nevertheless, after today’s bor- 
rowing binge, doing nothing is no longer 
an option. However, irrespective of what 
the policy makers across the globe do, 
the real solution to the debt crisis lies in 
the strong growth of the world economy. 
In the past, it was growth which had al- 
ways retrieved the global economy from 
the tentacles of fiscal mess. Let us hope 
that this time also growth comes as the 
messiah. 

.. - Y Bala Bharathi and Sanjoy De 
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It is a triple whammy to the Mexican economy, with its exports, tourism 
and external demand for its goods, which have helped it grow over the 
years, taking a severe beating. The swine flu pandemic has only made 
things worse. 


ехісо is, of late, making head- 

lines net only for its deterio- 

rating economic situation; 
the spread of swine flu in the region too 
has mace matters worse. Economists 
reckon that Mexico is slipping into re- 
cession after seven straight years of eco- 
nomic expansion. According to the data 
from National Institute of Statistics 
and Geography (INEGI), Mexico’s GDP 
declined by 8.2% at the end of the first 
quarter on a y-o-y basis. Analysts say 
that this is the worst slide in the Mexi- 
can eccnomy since 1995, when its GDP 
collapsed by 9.2% amidst the ‘tequila 
crisis’ or ‘peso crisis. which was trig- 
gered by the government's decision to 
devalue the peso. leading to capital 
flight to several countries and the vir- 
tual suspension of voluntary external 
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financing. With the aid of $20 bn from 
US, Mexico slowly regained its 
strength, and its membership in 
NAFTA—North American Free Trade 
Agreement—too came as a blessing. In 
fact, the tequila crisis had helped 
Mexico emerge stronger. 

Since then, Mexico has banked on 
income from tourism, export of oil and 
remittances from US. Analysts say that 
the severe recession in US has led to a 
drop in external demand for its goods, 
and consequently revenues from exports 
and remittances from US have taken a 
severe beating. This has triggered fears 
of the economy slipping into recession. 
Added to these recessienary vestiges, 
the breaking out of swine flu in Mexico 
City has taken a heavy toll on its tour- 
ism revenues. In fact, a five-day ban on 


non-essential activities was imposed in 
the city, bringing the routine life to a 
halt. These have affected the country’s 
total service sector, which contributes 
nearly 65% to the GDP. The government 
now expects the annual GDP to contract 
by 5.5%, compared with its previous es- 
timate of 4%. Credit rating agencies 
Standard & Poor’s and Fitch have also 
downgraded the country’s sovereign rat- 
ing from stable to negative. In this back- 
drop, the government and the central 
bank seem to have a herculean task 
ahead to put the economy back on track. 


Economic slump 

Economists say that Mexico has 
achieved a great deal after it underwent 
the peso crisis in 1995. However, the 
global financial crisis has taken a big- 
ger toll on Mexico, eroding all its eco- 
nomic gains. Along with the 
recessionary effects, drug-trafficking al- 
legations and the outbreak of the 
deadly swine flu, which was first re- 
ported in Mexico City, have put a brake 
to the economy’s growth. The govern- 
ment reacted positively to arrest the 
spread of the deadly virus by declaring a 
general ban on visits to the city for five 
days. Even the Cinco de Mayo (this day 
commemorates the Mexican army’s un- 
likely victory over French forces at the 
Battle of Puebla) celebrations were can- 
celed on May 5 across the country. 
These measures by the government, 
though applauded by health profession- 
als in Mexico and abroad, took a heavy 
toll on business activity and the 
economy. According to the Mexico’s Na- 
tional Chamber of Commerce, busi- 
nesses in Mexico City lost the equiva- 
lent of $50 mn per day because of the 
business shutdown. “The partial eco-. 
nomic shutdown cost the government 
$750 mn in tax revenues. It cost the 
overall economy at least $2 bn, and it 


| Chartered Financial Analyst | 


» 





INTERVIEW — ET 





= Edgar Amador п Edgar Javier Sanchez Carrera ” 


Mexico needs a new story to tell. Being the low-cost neighbor of the US with a 
marriage certificate (NAFTA) was a definite advantage for the last 15 years, but that 


is not the case any more." 


In recent times, the Mexican economy has been plagued by the eco- 
nomic slump. What do you think are the reasons for this slump? 
Andreas Waldkirch: As Mexico is a very open economy, it is 
certainly affected by the global nature of the current deep 
recession. However, there are other problems plaguing 
Mexico's economy that have predated the slump. Foremost 
, among those is the continuing high level of corruption pen- 
^ etrating many levels of the economy. Routinely, foreign inves- 
tors complain about the highly bureaucratic process of ob- 
taining business permits from government agencies, mostly 
at the local level. Often, outright bribes are demanded. Addi- 
tionally, the continued violence related to the drug trade, 
which is most prevalent in border areas that are also home to 
much of the Maquiladoras, the assembly plants dominated 
by foreign investors, is proving to be detrimental to doing 
business in Mexico. 
Edgar Amador: Mexico’s blessing is at the same time its 
curse. Its economy is so closely tied to that of the US that even 
though Mexico did not have a banking crisis of its own (in fact, 
Mexico’s banking industry, foreign-owned, is one of the stron- 
gest in the world), the over 30% collapse in exports to the US 
produced an effect similar to that of a banking meltdown or 
even worse. The effect that the US banking crisis had on the 
US real economy sent shock waves across Mexico that were 
felt on several fronts: remittances collapsed; exports plum- 
meted; employment in the border maquiladora industry suf- 
„< fered dramatically; and scores of migrant workers who had 
" found most needed jobs in US were sent back home to Mexico. 
As a result, Mexico's economy will have the worst perfor- 
mance in Latin America (my estimate is a drop of -5.8%), and 
employment and output are plunging at rates not seen in over 
14 years. 
Sanchez Carrera: A convention is an outcome in which it is 
in the interests of people to adhere to the convention as long 
as they believe that most others will do the same. Because a 
convention is one of many possible mutual best responses, 
institutions are not environmentally determined, but rather 
are of human construction (but not necessarily of deliberate 
design). Therefore, an institution may be represented as one 
of the number of possible conventions, that is, equilibria in 
which members of a population typically act in ways that 
maximize payoffs given the actions taken by others and in 
which individuals' beliefs about what others will do support 
continued adherence to these conventional actions. Conven- 
tions are self-enforcing (that is, they are evolutionarily 
_ Stable) as a result of the positive feedbacks associated with 
the members’ conforming to a common strategy. As a result of 
this, institutions that take the form of conventions will dis- 
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play inertia, and transitions among them will occur rapidly 
but infrequently, displaying a pattern that biologists call 
punctuated equilibria. 
Do you find any similarities between the present crisis in the Mexican 
economy and the one that occurred in 1995? 
Andreas Waldkirch: Not really. The 1995 crisis was of a fi- 
nancial nature and largely due to domestic macroeconomic 
disequilibria that the central bank and the federal govern- 
ment did not deal with very competently. Moreover, it occurred 
during a period where the rest of the world, certainly the US, 
was doing well economically. The fundamental macroeconomic 
conditions that were out of equilibrium in 1994 look much 
better today, despite the crisis. 
Edgar Amador: Only in the magnitude of the overall decline. 
But at least in one aspect, this will be worse than the 1994 
slump. In 1994, the currency was overvalued and that created 
an inefficient vector of relative prices. After the currency was 
allowed to float, that vector leveled off, and Mexico was able to 
jump right into the speeding train of the US economy. The 
problem was that scores of families and companies, and worse 
of all, the government were highly leveraged in dollar terms 
and the devaluation caused a massive wave of bankruptcies, 
including that of the government, which had to be bailed out. 
This time around Mexico's savings rate is sound, and fami- 
lies and companies are relatively well-hedged against cur- 
rency fluctuations, and there is no imminent fiscal crisis. But 
there is one missing ingredient: Mexico was able to leave the 
1994 recession relatively quickly after three horrible quarters: 
as a cheap peso boosted exports to a soaring US economy. But 
this time, we may face the outlook of a subpar performance in 
the US, and that will likely drag potential GDP for Mexico for 
months, if not years, to come. We need a new story to tell. 
Sanchez Carrera: No, they are quite different, but in any 
case, the present slump is due to the dependence on US 
economy, and the one occurred in 1995 was due to corruption 
and the bad institutions prevailing in Mexico. 
Mexico is seen as a state highly dependent on US. Do you think that this 
has added to the crisis? If so, is there any necessity to reduce its 
dependence on US? 
Andreas Waldkirch: Clearly, the Mexican economy is greatly 
affected by the US business cycle. This can be a blessing, as 
during the latter half of the 1990s and the first half of this 
decade, the fast growing US economy had a positive effect on 
the Mexican one. The high rate of growth in demand from the 
US was heavily fueling GDP growth in Mexico. Now, Mexico is 
suffering along with the US. Reducing its dependence on the 
US would be very difficult as it is due to history and geographi- 
cal proximity and therefore would probably be so costly that 
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any potential benefits would be outweighed by those costs. 
Moreover, as Mexico would (and should) remain a very open 
economy, it would still be affected by the world business cycle, 
which tends to co-move with the US busimess cycle anyway. 
Edgar Amador: Mexico needs a new stary to tell. Being the 
low-cost neighbor of the US with a marriage certificate 
(NAFTA) was a definite advantage for the last 15 years, but 
that is not the case any more. The BRIC economies are telling 
a story of being able to grow from the inside out. Mexico needs 
to tell a similar story, not only rely on its links to the US. We 
need to reduce our dependence on the US, but not by seeking a 
dependence on someone else, but to rely on our domestic mar- 
ket to grow and reach out. 

Sanchez Carrera: Yes. Fer sure, Mexico should try to diver- 
sify the economy, for instance, looking at the European mar- 
ket or even better increasing their own or local market. 

Do you think the spread of swine flu pandemic has taken a toll on the 
economy? What measures do you think on the part of the government 
would have averted the crisis to some extent? 

Andreas Waldkirch: The swine flu pandemic has certainly 
had a negative effect on the Mexican economy due to reduced 
tourism and school and business closures. However, the effect 
is both small and probably short run and thus should not 
have much of an effect on either GDP levels this year or future 
GDP growth. I also think that while the Mexican healthcare 
system was somewhat slow in response, in part because it 
took some time to realize that we are dealing with a new 
strain of the flu virus, its response was then adequate and 
has probably contributed to preventing the further spread of 
the virus. One is not sure that another country’s system would 
have responded better. 

Edgar Amador: From the strict point of view of public health 
policy, Mexico did a good job under the circumstances. Being 
the first one in an epidemic chain means by definition that 
you are caught off guard. I think that shutting off large swaths 
of the country for several days had a significant economic im- 
pact (probably 1.4% of GDP), but in the end, it was the right 
thing to do. 

Sanchez Carrera: There is no measure that can avoid the 
current crisis since it was caused by the dependence on US 
economy and the bad institutions. The swine flu pandemic 
has its origin in California, and Mexico was just the first 
country to take precautions against this mew disease, which 
in the end is not too dangerous if the people prevent it on time. 
Anyway, the swine flu case is linked by some to governments, 
the pharmaceutical industry and the current financial crisis. 
What do you think are the challenges to the Mexican government and 
its central bank in the current scenario? 

Andreas Waldkirch: The central bank has actually done a 
good job managing Mexico’s foreign currency reserves. Since 
this is a challenging time for many countries, that is encour- 
aging. For the government, trying to get corruption and vio- 
lence largely related to the drug trade under control is prob- 
ably the biggest challenge in the future. Much of the reported 
rise in crime has happened in the border region which is also 
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home to many of the foreign assembly plants, the 


Maquiladoras. Foreign investors are already scaling back in- | 
vestment plans in Mexico in general and the Maquiladoras ind 


particular, and an increase in insecurity is not going to help. 
Again, combating drugs is closely related to trying to reign in 
mcreasing corruption. While there is a credible government at 
the federal level, many state and, in particular, local govern- 
ments are very susceptible to bribes and other forms of rent- 
seeking. 

Zdgar Amador: The short-term challenges are clear: the 
economy is plunging and Mexico relies on borrowed reserves 
(from the IMF) to fend off the peso, and at the same time, 
mflation has remained stubbornly above the central bank's 
target. Interest rates must go even lower than where they al- 


ready are, and remain lower for a long time in order to boost an af 


ailing economy, but clearly the peso and inflation will keep a 
lid on any counter cyclical policy. 

The outlook for a downgrade from rating agencies also 
looms on the horizon, and that will prevent the government 
from engaging in aggressive public spending plans, which the 
economy badly needs. Thus far, injection of public money into 
the economy has been kept to a minimum, and despite the 
evidence that the recession will be at least twice as bad as the 
government originally forecast, no new plans have been is- 
sued. But as complicated as the short-term choices may look, 
the long-term question is even more difficult. That is evident, 
for instance, in the steep yield curve facing local markets. De- 
spite the central bank being aggressive in lowering short-term 
rates, long-term rates have not only failed to decline, but have 
surged recently—partly mimicking the US yield curve but 
clearly showing investors’ wariness about the fiscal and cur- 
rency outlook of the economy. 

Sanchez Carrera: To create better institutions, to generate 
human capital and R&D departments, and to incentivize bet- 
ter salaries as type of skill premia. For instance, the case of 
the so-called maquiladoras in the north of Mexico and low- 
skilled workers where Mexican labor is inexpensive and cour- 
tesy of NAFTA (the North American Free Trade Agreement), 
taxes and custom fees are almost non-existent, which benefit 
the profits of corporations. Maquiladorized industry paid 
lcwer wages, was non-union in orientation, classified most 
workers as unskilled, and was characterized by a high propor- 
tion of women workers. An article in Ward’s Automotive Re- 
perts (1997) indicates that the technology mix in Mexican 
automotive assembly plants is different from that in US as- 
sembly plants to take advantage of lower labor costs in 
Mexico. These lower labor costs reflect the lower productivity 
of Mexican workers, which itself reflects (presumably) lower 
levels of human capital. Hence, the type of automotive plant 
chosen depends, to an important extent, on the skill composi- 
tien of the workforce. Presumably, the development or adop- 
tien of many technologies reflects the supply of factors comple- 


mentary to the technology; after all, there is no point in devel- 


oping a capital good which requires such high levels of skill 
that no workers can use the capital. 
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How do you see the future of the Mexican economy? 

Andreas Waldkirch: Despite all the challenges described 
above, I am optimistic. This optimism rests mainly on two 
positive developments that are likely to continue. The Mexi- 
can economy continues to be very open, as evidenced by the 
large share of trade and foreign investment in economic activ- 
ity. Given its membership in the World Trade Organization 
(WTO), the OECD and its numerous bilateral free trade 
agreements, it is hard to see that Mexico would go back to its 
past of protectionist and inward-looking policies. The trade 
and investment setbacks seen recently are largely related to 
the general weakness of the world economy and will subside 
once the recession is over. The main caveat is, as discussed 
above, that corruption and drug violence can be combated and 
will not spiral out of control. The second reason for optimism 
is the relative political stability that characterizes Mexico 
these days, in particular with respect to its federal institu- 
tions, including the central bank. This is in stark contrast to 
the situation around the inception of NAFTA and the crisis of 
1994-95, when political assassinations, uprisings and gen- 
eral politically-related violence were common. Moreover, 
then, the central bank was far weaker and less competent 
than it is today. In summary, while there are certainly serious 
dangers looming for Mexico, it is in a far better and more 


stable position than it was 15 years ago. 

Edgar Amador: Again, Mexico needs a new story to tell. lag: 
stick to our 15-year-old strategy of betting all our chips on the 
US economy, we will enjoy subpar economic growth. We need 
to grow from the inside out. If we empower domestic con- 
sumer, if we encourage innovation, entrepreneurship and 
risk-taking behavior among mid-sized companies, if we focus 
on education and high-skills jobs instead of relying solely on a 
low-cost platform, we may be able to jump-start the economy 
and shift from a real GDP growth rate of 2.5% to 5% in the 
Jong run. 

Sanchez Carrera: It depends on the adopted political 
economy. In my opinion, the current Mexican economy is in a 
poverty trap. For instance, Mexico can overcome the poverty 
trap by generating human capital (more quantities and 
qualities), R&D departments (to create technologically ad- 
vanced firms), and incentives through fiscal policies to the 
firms who hand out skill premia to the high-skilled workers. 


*Assistant Professor of Economics, Colby College, 
Waterville, Maine, US. 


**Deputy Director-General, Dexia Bank, 
Benito Juárez, Mexico City, Mexico. 


***University of Siena, Department of Economics, 
Siena, Italy. 


could shave off an additienal half point 
from Mexico’s already shrinking GDP 
for the year as a whole,” said Agustin 
Carstens, Finance Secretary, Mexico. 

Travel and tourism industry, 
Mexico’s third-biggest generator of for- 
eign exchange, almost hit a bottom with 
the incidence of the swine flu. It was se- 
verely affected as foreigners canceled 
planned trips to Mexico, several coun- 
tries suspended flights and cruise com- 
panies halted stops in Mexican ports. 
Hote! occupancy was also down 25% in 
April Rodolfo Elizondo, Tourism Secre- 
tary, opines that tourism may generate 
$4 bn less than the $13 bn revenues 
that :t brought last year. 

The recession has in fact taken a toll 
on the construction, auto and banking 
industries. According to Eugenio 
Aleman, a Latin Ameriea Economist 
from Wells Fargo Bank, the construc- 
tion industry is very weak despite the 
very low level of interest rates. He says 
that they are having problems with fi- 
nancing. On the other hand, liquidity in 
the country's banking system is getting 
hurt as most of the foreign owners of the 
Mexican banks began withdrawing 
money from the country due to fear of 
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what might happen in Mexico. Another 
concern is the crisis insauto industry. All 
the three US’ leadmg automakers, 
which have manufacturing branches in 
Mexico, are facing serious problems. 
Analysts expect that the car sales 
would decline by 27% this year com- 
pared to 2008, and by 41% compared to 
2007. Many American multinationals 
have kept a check on their foreign-in- 
vestment budgets and are repatriating 
their Mexican offsheots’ earnings to 
their cash-starved corporate parents, 
causing capital flight and a deprecia- 
tion of the peso. The cumulative effect of 
all these is felt on the-employment sec- 
tor as well. According to the data from 
the National Confederation ef Indus- 
trial | Chambers of Mexico 
(CONCAMIN), Mexico will see its 
workforce reduced by 600,000 in the cur- 
rent year. 


Boon turned bane 

Economists reckon that what once put 
Mexico on a growth trajectory is causing 
it troubles now. Close ties with US has 
come both as a boon and bane to the 
Latin American major: In fact, Mexico's 
joining the continental trade pact 


NAFTA along with US and Canada has 
brought new industries and technology 
into the country, created jobs, and 
boosted both its Foreign Direct Invest- 
ment (FDI) and exports. Therefore, the 
post-tequila period helped the country 
to transform itself into the 11% largest 
economy in the world by GDP. 

Juan Carlos Martínez Lázaro, Рго-\ 
fessor at the IE Business School in 
Madrid, says that Mexico's 


overdependence on US is like a double- 
edged sword. Over the years, Mexicans 
were selling most of their oil and natu- 
ral gas to US; companies called 
Maquiladoras imported raw materials 
from the US and exported goods to US. 





Slowing Economy 


Decline since 
April 2008 (%) 





Auto output 40 





Construction 113 


Utilities 2.7 
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In fact, US is considered as Mexico’s 
biggest trading partner, buying about 
(80% of Mexican exports. Most of the 
Mexicans were offered jobs in US indus- 
tries, particularly in construction and 
auto, and their earnings in the form of 
remittances formed the crux of Mexican 
revenues. In fact, Mexico was earning 
$25 bn from the US remittances. How- 
ever, remittances contracted by 10% 
during the last year, and during the first 
quarter of 2009, there was a further 
drop of 5%. Owing to this drastic fall, 
the country’s balance of payments has 
been affected, and the current account 
Jaeficit is expected to rise to $25 bn. In 
this context, Robert Tornbell, Finance 
Professor at ESADE Business School in 
Spain, says given that Mexico's depen- 
dence on US is absolute, it is like living 
next to an elephant, which has its dan- 
gers. The financial crisis has helped 
Mexico unearth the lapses of its 
overdependence on the US. 

Some economists are of the view 
that Mexico is down by all means, and 
even if the US economy pulls out of the 
doldrums, they expect Mexico to lag. 
"Mexico and the US economies have 


The Many ШІ of 


been synchronized for years. This time 
around, Mexico was synchronized on the 
downturn but maybe not as quickly on 
the upturn,” says Damian Fraser, Head 
of equity strategy at UBS. He also 
opines that because Mexico’s economy 
is not as leveraged as that of the US, it 
cannot bank upon the lower interest 
rates to jump-start the economy. More- 
over, Mexico cannot afford to run a big 
budget deficit for a long time. Analysts 
say that Mexico’s being the third larg- 
est trading partner of the US and the 
fact that US bears some responsibility 
for Mexico’s plight make it imperative 
for US to care for its southern neighbor. 


Banking on US recovery 

Analysts say that the Mexican 
economy, which depends heavily on US, 
is set for a rapid collapse. The central 
bank and the government are playing 
their parts effectively. To check the cur- 
rent economic slide, the Mexican cen- 
tral bank has lowered the benchmark 
interest rate for five straight months to 
5.25% in a bid to revive the economy. 
The Mexican government is also taking 
steps to induce internal demand for 
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goods and reduce its dependence on ex- 
ternal demand. Analysts reckon that 
the Mexican government has limited 
options with rising budget deficit, rising 
inflation, rising unemployment, etc., 
and so its economic recovery is more or 
less in the hands of the US. Once the 
American economy rebounds, it may 
soon become a blessing to Mexico, but 
the timing is still unsure. Alejandro 
Villagómez of the Technological Insti- 
tute of Monterrey says that the 
economy will probably need up to four 
years to return to its long-term growth 
trend in the absence of big reforms. 
However, the ensuing elections in 
Mexico in the later part of this year are 
also a matter of concern for pursuing re- 
forms. Some analysts also suggest that 
by diversifying its trade significantly 
Mexico can avoid such economic failures 
in the future. However, for the moment, 
strong links between US and Mexican 
industry still remain a crucial determi- 
nant of investment, exports, employ- 
ment, wages and private consumption 


in Mexico.m 
- T Jyotsna 
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Clinical Research in Asia 





Gaining Ground 





Many pharmaceutical and biotech companies are moving their clinical 
trials abroad, and Asia is quickly becoming a primary region of choice. 


— Umakanta Sahoo 
MD, Chiltern International Private Ltd., Mumbai 


- Milind Sardesai 


Manager - Medical and Regulatory Affairs, Chiltern International Private Ltd., Mumbai 





e cost of conducting clinical re- 
search in US is steadily escalat- 
ing, largely because of unsuc- 

cessful domestic subject recruitment, 
leading to costly time delays. This is 
forcing pharmaceutical and biotech 
companies to look abroad for solutions. 
Ir. fact, 8696 of the US clinical studies 
fail to recruit the required number of 
subjects on time, according to Thomson 
Center-Watch statisties. As a result, 
many companies are currently 
outsourcing all the phases of clinical re- 
search. Phase III clinical trials, in par- 
ticular, are increasingly moving to non- 
US markets due to the increased de- 
mand for multiple trials and larger sub- 
ject pools. If one considers that more 
than 40% of product development costs 
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are incurred during the clinical trial 
process, this growing trend of 
outsourcing clinical research to coun- 
tries, where costs are dramatically re- 
duced, is understandable. 


Pharmaceutical market and 
health expenditure in Asia 

Despite the similarity in environmen- 
tal and disease traits, there are strik- 
ing differences between various Asian 
countries as far as the pharmaceutical 
market size and health expenditures 
are concerned. This difference is pri- 
marily due to the differences in regula- 
tory and business environments. 
Tables 1 and 2 bring out these differ- 
ences across Asian countries. The 
Japanese and Chinese pharmaceuti- 


cal markets are huge and hence, at- 
tract a lot of investment. However, 
there are striking differences in the per 
capita health expenditure between 
Asian countries, which varies signifi- 
cantly from $27 in India to $2,662 in 
Japan. Considering the huge popula- 
tion base in Asian countries, it still of- 
fers a huge value proposition for the 
pharmaceutical industry to undertake 
clinical trials and market its products 
in the Asian countries. 

The number of clinical trials in 
Asia has risen tremendously over the 
past few years. Between 2005 and 
2006 alone, clinical trials conducted in 
Asia-Pacific countries increased by 
50% (Thomson Center Watch, Novem- 
ber 2007). In addition to significantly 
lowering clinical research costs, the re- 
gion offers the advantage of a geneti- 
cally diverse population of over 4 bil- 
lion, many of whom have never been 
treated for their ailments. Thus, sub- 
ject recruitment is easily facilitated 
and the enrollment requirements аге" 
more readily met. 

However, in comparison to the US 
and Europe, the number of trials con- 
ducted in the Asian countries is signifi- 
cantly low and Asia contributes less 
than 1% of the global clinical trials, 
though it is rising year-on-year (Table 
3). Despite the buzz across the world 
for India and China, if one analyzes the 
performance of the Asian countries in 
clinical trials, it is Korea and Taiwan 
who have done significantly well. 


: 


Challenges 

Looking into the market potential, per 
capita health expenditure, and regula- 
tory advancement for clinical research 
activities, the challenges faced in con~ 
ducting clinical trials in the Asian mar- 
ket have been discussed country by 
country in the subsequent sections. 
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Japan 

The first category includes only Japan, 
Whose regulations and quality of re- 
search are equivalent to Western stan- 
dards. Although Japan is the most es- 
tablished clinical trial market in Asia, 
the cost of research is comparably high 
due to very strict government 
healthcare regulations, among other 
factors. Furthermore, despite the avail- 
ability of infrastructure and technology 
in Japan, conversion to electronic data 
capture has been difficult. This is pri- 
marily due to the fact that the Japanese 
language, Kanji, contains more than 


20,000 unique characters. Therefore, all 


regulatory documents must be trans- 
lated into Kanji, making language a 
major factor in this country. Thus, de- 
spite the quality of research in Japan, 
many companies are looking at other 
Asian countries for outsourcing clinical 
trials. 


Taiwan, Korea, Singapore and 
Hong Kong 

The second category includes Taiwan, 
South Korea, Singapore and Hong 
Kong. These countries have well-devel- 
oped healthcare systems, widely speak 
English as a second language (espe- 
cially, the educated population), and 
provide high-quality clinical trial ser- 
vices at a cost lower than in the West (or 


« Japan). Among these countries, how- 


ever, language issues are considerable. 


Table 1: Size of the Pharmaceutical 





Markets in Select Asian Countries 


Country Pharmaceutical Market Size 





Hong Kong $1.5 bn 
Indonesia $350 mn 





Malaysia $210 mn 





Taiwan 


TS S 


Thailand 
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Clinical Research in Asia 


/ Table 2: Health Expenditure in Select Asian Countries 





In Taiwan, although record-keeping has 
switched primarily to English, 8096 of 
the population speaks Mandarin or 
Taiwanese (Min Nan). To complicate 
matters, while Taiwanese is the most 
widely spoken language, Mandarin is 
the official written language. In Hong 
Kong, while English and Cantonese are 
the official languages, Cantonese is 
spoken by 95% of the ethnic Chinese 
population, while English is spoken by 
only about one-third of the population. 


China, India and other Southeast 
Asian countries 

The third category includes China, 
India, and Southeast Asian countries. 
The healthcare systems in these coun- 
tries are not as highly developed as 
those of the wealthier Asian countries 
discussed above, but the cost of clinical 
trials and research is significantly 
less—lower than two-thirds the cost of 
the West. In addition to cost, this region 
offers several advantages for conduct- 
ing clinical research. 


China 

The number of clinical trials conducted 
in China has increased by 25% from 
2004 to 2005, the biggest reason being 
the ability to recruit clinical trial sub- 
jects at a significantly lower cost. This 
is again due to the presence of a large 
eligible population. China has one of 
the largest urban populations in the 


5.40 


world and is projected to be the fourth 
largest pharmaceutical market by 
2010. Other factors include: the preva- 
lence of disease-specific populations 
(such as cancer, cardiovascular, and res- 
piratory diseases), formerly state-run 
healthcare centers, and well-educated 
investigators. Recently, studies con- 
ducted in therapeutic areas, such as 
cancer and hepatitis, have met the US 
FDA approval. Presently, all healthcare 
documents must be submitted in Chi- 
nese or Mandarin, the official language 
of China (850 million speakers). Other 
main languages spoken in China in- 
clude Wu (90 million speakers), Min (70 
million speakers), and Cantonese (70 
million speakers). Thus, in addition to 
the issue of record-keeping in Manda- 
rin, the barriers and complexities that 
these secondary languages present in 
obtaining accurate data must also be 
taken into account. Medical practices, 
such as acupuncture and herbal medi- 
cine, as well as cultural attitudes af- 
fecting clinical practices, are also key 
factors in China. 


India 

Along with a large, diverse, drug-naive 
population, India has a pre-existing 
pharmaceutical industry and has under- 
gone major changes in the new drug 
patent legislation as well as improve- 
ments in government regulations. There 
is a strong IT presence, and technologies 
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Table 3: Number of Clinical Studies in Each 





Region 


No. of Studies 


Central America 1470 
Japan y 1.123 
Middle East -. 2,561 


Region Name 








Mexico 958 





North Asia 


1,231 


South America 2,114 


South-East Asia 1,191 


for Electronic Data Capture are readily 
available. A wide range of diseases are 
prevalent in India, including the emer- 
gence of diseases common in the West, 
as well as a significantly large diabetic 
population. Many Indian investigators 
are western educated, and English is the 
nation's unifying language, especially in 
urban hospitals. Even in India, where 
English is the main language of commu- 
nication, language could still be a signifi- 
cant barrier. Hindi is spoken by one- 
fourth of the population, and there are at 
least 10 other languages spoken by more 
than 25 million people each. 

Talking about India in particular, 
the challenges posed for the clinical re- 
search industry have been summarized 
below: 

* Regulatory environment 

The Indian regulations for conduct- 

ing clinical research activities in- 

clude: the Amended Schedule Y, 

Indian Good Clinical Practices 

(GCP) and the ICMR guidelines. 

The efforts undertaken by the DCGI, 

ramely, the Issuance of Export 

License, ‘No Objection Certificate’, 

mandatory use of the Clinical Trial 

Registry, and simplification of the 

application process for biological 

products, have greatly facilitated 
the way clinical research is being 
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conducted in the country. However, 
there are mimor variations when com- 
pared to their global counterparts. 
These include the ICH GCP, Euro- 
pean regulations and United States 
Food and Drug Administration 
(USFDA) regulations. An effort di- 
rected at achieving synchronization of 
the Indian regulations with these glo- 
bal regulations will help improve un- 
derstanding and compliance. 

* Site management 
India is a diverse country with mul- 
tiple languages and dialects. Hence, 
language can be a potential barrier 
in conducting research activities. In- 
creased transparency on the Ethics 
Committee work practices will help 
bolster confidence of the stakehold- 
ers. However, the current initiatives 
taken by the Indian regulators to 
audit the clinical trial sites in order 
to ensure compliance with regula- 
tions will help improve the quality 
of the data generated. 

* Personnel factors 
India has an adequate number of 
medically trained investigators and 
most of them in the urban areas are 
trained in ICH GCP. However, there 
arises a need te train and motivate 
investigators in the semi-urban and 
rural areas, to prevent saturation 
and delays in recruitment. In antici- 
pation, premier training institutes 
in India have already embarked on 
imparting ICH GCP trainings, with 
the aim of cultivating a large pool of 
investigators and clinical research 
professionals. 


Southeast Asia 

Among the Southeast Asian countries, 
similar issues arise as there is a great 
diversity of languages and cultures in 
this region. Presently, Indonesia, Malay- 
sia, the Philippines and Thailand are 
the most common loeations for clinical 
trials in Southeast Asia, with Malaysia 
being the most dominant one. Approval 
processes in these countries are rela- 
tively quick, and the hospital infrastruc- 
ture and regulatory environments are 
gradually improving. Despite the preva- 
lence of English as a second language, 
generally, only the educated populations 


in Southeast Asia speak English flu- 
ently. Other native languages include 
Malay, Thai, Tagalog, Indonesian, andé 
various other dialects of each respective 
country and region. Thus, the issue of 
native language translation and the in- 
tegration of cultural factors in clinical 
data management, must once again be 
taken into account. 


Overcoming the barriers 
Despite several advantages, 
outsourcing to Asia introduces new 
complications that must be addressed, 
which include differences in regulatory 
procedures, infrastructure, medici 
practices, language, and culture. Al- 
though some of these factors are well 
understood, the importance of language 
is commonly underestimated. In spite 
of this, Asian countries have fared well 
in all the USFDA audits so far, with no 
major findings. A US cancer research 
study involving Chinese-American sub- 
jects showed the importance of lan- 
guage and culture in the success of sub- 
ject recruitment (“Cancer”, December 
15, 2005). Although English is consid- 
ered as a second language in a majority 
of the Asian countries involved in clini- 
cal research, this is not so for many of 
the less educated populations. Thus, 
even in those Asian countries, where 
English is widely spoken, many lan- 
guage and cultural barriers still exist. 
In addition, patient/physician rela- 
tionships are traditionally different 
than in the West. Patients tend to un- 
questioningly follow physicians’ recom- 
mendations and physicians do not al- 
ways reveal the potential risks to study 
participants. Thus, poor translation 
methods and lack of localization strate- 
gies can ethically compromise the pro- 
cess of informed consent and directly 
affect data interpretation. Although 
these issues can impede the successful 
completion of a clinical trial study, they 
can be tackled, to a large extent, with 
proper clinical trial management. 
Moreover, as these countries improve 
their regulatory environment, there is a 
greater incentive to overcome languages 
barriers and gain a better understand- 
ing of the cultural differences.a 
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Global Banking 


At Stake 


The global financial crisis is accelerating the shift in pewer and wealth from 
West to East and leading to the fundamental transformation of the global 


banking market. 


— John Hitchens 


Banking & Capital Markets Leader, PricewaternouseCoopers, * UK 





e banking industry worldwide 
is still reeling from the first 
truly global financial crisis. The 

unprecedented turmoil has highlighted 
the contagious speed with which losses 
and systemic instability can proliferate 
within an increasingly globalized and 
interdependent market economy. 

Nearly, a year on after the collapse of 
Lehman Brothers, uncertainty over the 
full extent of the write-downs and pros- 
pects for the global economy continues to 
affect share prices and interbank lend- 
ing. With many institutions facing a fun- 
damental overhaul of their business 
model and underlying governance, regu- 
lation and risk management, the bank- 
ing sector will never be the same again. 

One clear trend is the renaissance of 
classic banking as unsustainable and 
over-leveraged structures giving way to 
simpler and more transparent forms of 
business. This includes moving away 
from an originate-to-distribute model 
towards a renewed focus on credit qual- 
ity and relationship-driven banking. 
The ability to build enduring relaticn- 
ships through customer service and un- 
derstanding and the ability to adapt to 
tougher regulatory controls will be key 
competitive differentiators in this envi- 
ronment. 

To a large extent, Asia already ex- 
emplifies the classic banking model, 
with its high savings rates, low levels of 
leverage and emphasis on the impor- 
tance of long-standing personal rela- 


tionships. The growing power and po- 
tential of the Asian banking sector 
within a reshaped global market is 
highlighted by the fact that the Indus- 
trial and Commercial Bank of China 
(ICBC) emerged as the world’s largest 
bank in terms of deposits earlier in the 
year.’ As retail markets develop and 
customer demands become more so- 
phisticated, many Asian banks will 
look to partnerships with Western orga- 
nizations to help them strengthen their 
marketing, product design and credit 
control capabilities. 


Risk and reward 

The return to banking fundamentals is 
built around greater awareness of risk. 
The shortcomings in the pricing, moni- 
toring and management of high risk ex- 
posures that precipitated the financial 
crisis have highlighted the need for 
more effective judgment, challenge and 
scenario analysis. This includes embed- 
ding risk considerations into gover- 
nance, performance management and 
compensation and ensuring that the 
risk management function has the nec- 
essary mandate and independence to 
challenge business decisions. Banks 
will also have to become far smarter at 
factoring liquidity risks and the true 
cost of internal funding into key busi- 
ness decisions such as new product 
evaluation. As institutions assess their 
strategic options in today's tougher cli- 
mate, effective measurement of risk- 
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adjusted returns will be critical in en- 
abling them to judge where best to com- 
pete and target limited capital. 

The review of governance and risk 
management in the light of the finan- 
cial crisis is likely to raise tough ques- 
tions within many large international 
groups, whose global scale, diverse 
range of products and diffuse array of 
different businesses have impeded ef- 
fective governance. Recent experience 
also suggests that some executives 
did not have the necessary skills, ex- 
perience or insights into the detailed 
workings of their organizations to 
fully understand the risks they were 
taking. However, the crisis has also 
highlighted a number of global suc- 
cess stories. What marks out the best 
run groups is the care they have taken 
to understand their risks, integrate 
their businesses and develop clear 
and consistent lines of performance 
assessment, management reporting 
and accountability. Reducing need- 
less complexity and simplifying overly’ 
convoluted structures will continue to 
be critical in both controlling costs 
and strengthening management over- 
sight. 


Global ambitions 

A number of large banking groups are di- 
vesting some of their overseas operations 
as they seek to shore up their balance 
sheets and refocus on core business 
nearer to home. As a result, well-capital- 
ized groups are well-placed to make op- 
portunistic acquisitions. With relatively 
few signs of stress on their balance 
sheets, Asian banks may be in a particu- 
larly strong position to capitalize. It is 
notable that nearly half of the 215 Asian 
financial services businesses taking part. 
in a recent PricewaterhouseCoopers sur- 
vey said that they are actively looking for 
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expansion opportunities.? Most are pur- 
suing a regional acquisition and business 
fdevelopment strategy. It is conceivable 
that some will extend their expansion 
plans to the US and EU and ultimately 
seek to challenge the hegemony of weak- 
ened Western banks, though there are as 
yet few signs of them taking up such op- 
portunities. 

Although many leading banking 
groups have retreated into their shells 
for now, it is unlikely that the financial 
crisis has put paid to their long-term 
global ambitions. With the revenues 
from structured business having fallen 


Aaway and margins in many Western 


markets under ever greater pressure, 
seeking out emerging markets where 
customer needs are not yet saturated 
will be an important catalyst for bank- 
ing growth and profitability. Nonethe- 
less, there are question marks over how 
much influence and access to customers 
were gained through some ofthe invest- 
ments in emerging market banks seen 
in recent years. The race to acquire stra- 
tegic stakes is therefore unlikely to be 





repeated, as many international groups 
look to strike a tougher bargain or con- 
centrate their focus on more profitable 
and less regulated niche segments. 


Following global trade 

Banking naturally follows the evolving 
patterns of global trade. The most fun- 
damental change in the nature and fo- 
cus of global banking is therefore set to 
come from the shift in the global eco- 
nomic axis from West to East. The fi- 
nancial crisis has accelerated this shift 
by reducing demand in Western coun- 
tries and encouraging greater intra-re- 





* “Anew Playing Field: The Outlook for FS M&A in 
Asia" published by PricewaterhouseCoopers on 


OY May 15, 2009. 


* SBI presentation to analysts, May 13, 2009. 

* Standard Bank media release, October 27, 2007. 
^ Wall Street Journal, February 02, 2009. 

8 BIS Annual Report, June 29, 2009. 
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The most fundamental change in the nature and focus 
of global banking is set to come from the shift in the 
global economic axis from West to East. 


gional and emerging-to-emerging mar- 
ket trade. It is notable that *aggressive 
support for Indian companies' overseas 
expansion" is now the foremost strate- 
gic goal for the State Bank of India, 
which is underpinned by a new interna- 
tional strategy and restructuring of its 
international business group.? The 
move to a multipolar world could even- 
tually see Western financial centers be- 
ing bypassed. 

As India, China and other emerging 
markets continue to expand, a key focus of 
global banking will be facilitating greater 
access to natural resources. This trend 
can already be seen in ICBC's acquisition 
of a 2096 stake in South Africa's Standard 
Bank in 2007,* whose regional operations 
cover many of Africa's leading oil and 
mineral producers. 


Threat of protectionism 

As many banks concentrate lending 
and investment on their home markets, 
the threat of financial protectionism is 
evident. The Institute of International 
Finance, which brings together some of 





the world's largest banks, estimates 
that investment in emerging markets 
will be some $30 bn in 2009, down from 
more than $250 bn in 2008.5 The Bank 
for International Settlements (BIS) re- 
cently warned that *by reducing the ease 
with which capital moves across borders, 
financial protectionism would shrink 
trade in goods and services and thus 
moderate growth and development.” 
The G20 summit earlier in the year 
ended with an international commit- 
ment to combat financial protection- 
ism. However, bailout and stimulus 
spending by national governments will 
inevitably be directed towards improv- 
ing the availability of credit for local 
borrowers. It may also be difficult for a 
bank that had received state funds to 
invest large sums in overseas acquisi- 
tions or outsource jobs offshore. AI- 


though governments have generally cat- 
egorized their injections of funds as 
temporary, the scale of the support 
means it will inevitably take some con- 
siderable time for sufficient private in- 
vestment to be attracted to replace the 
government funds. 

Even institutions that have not 
sought help from the state will feel a 
greater weight of government influence 
following the financial crisis. Many gov- 
ernments are insisting on tougher risk 
and capital controls as they look to 
avoid such crises in the future. Within 
emerging markets we are likely to see a 
slowdown in the pace of liberalization. 
The underlying challenge for banks will 
be balancing the need to restore profit- 
ability with the expectations of being a 
responsible corporate citizen. 

Once bank capitalization and eco- 
nomic conditions improve, it must be 
hoped that any residual protectionism 
is dispelled. However, some emerging 
market governments may question the 
commitment of groups that rapidly 
withdrew following the current crisis, 
which will strengthen the position of 
those that remained and possibly open 
up such markets to newcomers. 


Ahead of the game 

The first truly global financial crisis of- 
fers banks a chance to ask themselves 
whether their business model is still 
the best one possible and what risks 
and challenges it entails. Developing a 
global footprint offers access to fast 
growth emerging markets. However, as 
the most successful global groups have 
consistently demonstrated, realizing 
these opportunities requires clear stra- 
tegic direction, robust governance and 
the active and well-understood struc- 
tures of control, communication and 
oversight that underpin this. Banks 
with global ambitions also need to 
adapt to the rapidly changing patterns 
of world trade and financial power. In- 
deed, in an increasingly multipolar 
world, the nature of global banking and 
the players that are normally assumec 
to be part of this elite sector may be 
subject to considerable change.m 
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The global M&A landscape is undergoing a paradigm shift in the kind of 
deals being struck, with the interests of the buyers and sellers being 
throttled by the economic downturn. 





he global M&A market, which 

was flying high in the last eouple 

of years, has slowed down since 
the fall of the US investment bank 
Lehman Brothers. As the crisis deep- 
ened, corporate deal-making became 
increasingly difficult. This is reflected 
in the drastic drop in the number of 
value deals that have been done re- 
cently. According to the global deal 
tracking firm Dealogic, global M&A ac- 
tivity declined through the second half of 
2008 and is continuing to decline in 2009 
as well. Since the beginning of 2009, glo- 
bal M&A volume has come down by 42% 
and the number of completed deals is 
down by 34%, compared to the 2008 data 
for the same period. 

Though the global financial crisis 
has a limiting effect on the global M&A 
activity, analysts say that it has not 
stopped totally. They say deals are hap- 
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pening across the globe, but with a dif- 
ference. The credit crunch and equity 
markets slowdown have put a brake to 
the much preferred private-equity and 
debt financed mega deals, and are pav- 
ing way for strategic and all cash deals. 
So far, M&A activity in 2009 has re- 
vealed an interesting mix of buyers and 
sellers who remain motivated by stra- 
tegic bargains in this distressed envi- 
ronment. They are on the lookout for 
deals that truly fit their organizational 
goals and help them stave off the crisis 
effects and survive rather than orient- 
ing on growth. Most of the deals in the 
current environment are characterized 
by high-cost savings and low gearing, un- 
like high gearing and low-cost savings 
during the boom periods. In this back- 
drop, analysts opine that strategic deals 
would find more prominence over the fi- 
nancial deals for the next couple of years. 


However, managing and completing 
these kinds of deals have their own chal- 
lenges. 


Tactical deals 
Quite a few big deals have happened | 
since the beginning of this year. Pfizer’s™ 
acquisition of Wyeth for $68 bn in the 
beginning of this year is supposed to 
transform Pfizer from a pure pharma- 
ceutical company into a broadly diversi- 
fied healthcare giant. Similarly, 
Merck's acquisition of Schering-Plough 
for $41.1 bn in March 2009 has made it 
the second largest drug company in the 
world, adding more markets and drugs 
to the Merck's portfolio. Subsequently, 
Canadian oil company Suncor Energy 
had acquired its rival Petro-Canada for 
$15 bn to create a globally competitive, 
and Canada-based integrated energy 
company. Similarly, German utility 
company RWE clinched the Dutch util- 
ity company Essent for $12.4 bn to 
strengthen its position in the European, 
utilities market. Then Oracle, a soft- 
ware giant decided to buy Sun 
Microsystems, a troubled computer- 
maker, to create best-in-class enter- 
prise software and mission-critical 
computing systems. In a latest move, 
Bharti Airtel, India’s number one 
telecom company, has planned to ac- 
quire 49% of the South African Telco, 
MTN for $29 bn. The company is keen 
on expanding into newer geographies 
and putting an Indian mark on the global 
telecom industry. Analysts are of the 
view that all the above deals have some- 
thing in common—they are all strategic 
alliances and are either paid in cash or 
stock. 

Keeping the top five deals aside, 
many other deals are happening because 
companies are increasingly targeting 
firms that are finding it difficult to gen- 
erate internal growth owing to tighter 
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“Considering that strategic M&As are motivated by specific business or competitive 


needs, such deals generally survive the recessionary trends.” 


Since the onset of the current financial crisis, the global M&A market 
seems to have taken a beating in terms of value as well as the number of 
deals. What do you think are the reasons behind this? 

CG Srividya: The reasons are multifold: 

e The financial crisis has led to a liquidity crunch as well as the 
fall of several large banks and financial institutions, chang- 
ing their risk appetite. This has dried up acquisition financ- 
ing, which was earlier available in reasonable amounts, for 
large deals. 


e The current crisis has resulted in an overall global slowdown 
and has affected several sectors across the world. Hence, most 
companies are focusing more on consolidation and cost-saving 
measures than aggressive growth plans through M&A. 

e Potential acquirers are trying to play it very safe in terms of 
choosing the target acquisitions. This has also resulted in 
less number of deals as well as long delays in deal closures. 


Demont Valerie: Global M&A activity has declined signifi- 
cantly over the past year as a result of a combination of factors 
resulting from the financial crisis. The primary factor has been 
the absence of credit supporting those transactions. As credit 
around the world has frozen, banks have significantly reduced or 
stopped lending, resulting in buyers being unable to borrow 
money to fund their acquisitions. That has kept out of the buying 
markets buyers that did not have sufficient available financing 
to fund their acquisitions. That has also made acquisitions 
much less attractive for certain buyers (especially private eq- 

ity funds) who relied on leverage to significantly enhance the 
ы to them of the acquisition. Private equity funds, which аге 
not able to access financing in the amounts that were available to 
them before the economic crisis, are today effectively shut out of the 
markets for large transactions. Another factor in the decline in 
M&A activity has been the steep decline in the stock markets 
worldwide, which has resulted in sellers preferring to receive cash 
over stock in transactions, and public company buyers less desir- 
ous to issue stock to fund their acquisitions (based on the belief 
that stock transactions would result in too much dilution for stock- 
holders). Other significant factors include the fact that many pri- 
vate company owners who are under no pressure to sell are prefer- 
ring not to sell right now and wait till the markets and the economy 
recover in the hope of obtaining better value for their business. 
While the gap between buyers’ expectations on value and sellers’ 
expectations has started to narrow recently, it still remains consid- 
erable. Finally, many companies and would-be buyers (such as 
private equity and other funds) have been mired in their own finan- 
cial troubles, which has forced them to put on hold many strategic 


“чү тоу plans, including acquisitions. 


Akhil Hirani: Normally, M&A deals directly correlate to how 
the economy performs. Therefore, intense M&A activity is wit- 
nessed when the stock prices are high and interest rates are low. 
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In the ongoing economic downturn, M&A deals have slackened 
primarily due to lack of funds and liquidity with companies. Ad- 
ditionally, financing M&As by raising debt is becoming difficult, 
as most banks and financial institutions have gone conservative 
and are hesitant to do large-scale lending. Companies that have 
surplus funds too do not have the risk appetite to undertake 
further expansion at this stage. Instead, they are taking advan- 
tage of the reduced prices to restructure their own debt obliga- 
tions at discounted rates and reduce their debt exposure. 
Moreover, the economic slowdown has made investors more 
cautious of every penny they spend, and companies are consid- 
ering an M&A deal only if the profits forgone by not undertaking 
the deal are higher than the costs involved. Considering the 
irreversible nature of M&As and the economic uncertainties, 
most companies are apprehensive of the outcome of any M&A 
deal undertaken at this time and are thus delaying potential 
alliances by adopting a “wait and watch” approach. 
Many analysts are of the view that historically the best returns from deals 
have been achieved from those struck during economic downturns when 
activity is low. Your view? 
CG Srividya: It is logical that the best returns are achieved 
when investment is made when valuations are low (economic 
downturn) and the same is sold when valuations are high (eco- 
nomic boom). However, the risk associated with economic 
downturn and the overall poor market sentiments prevent sev- 
eral companies from making investments during downturns, 
unless there is a fair amount of certainty about the future of 
such investment. 
Demont Valerie: With the general state of the economy, many 
companies are suffering, resulting in low stock market valua- 
tions as well as a steep increase in distressed situations. For 
buyers with available cash financing, times are ripe to aggres- 
sively pursue acquisitions in a variety of sectors for both strate- 
gic or financial reasons. I believe that while the decline has not 
yet bottomed out, valuations are currently close to their lowest 
and the returns from investments made now should be superior 
to returns made in the past decade on a long-term basis. Short- 
term, I do see spectacular returns, as I believe the economic 
recovery will be a slow one. 
Akhil Hirani: It is true that some of the best deals occur when 
the economic situation is tough. However, the nature and objec- 
tives of M&A deals that take place in a booming economy are 
different from those undertaken during an economic downturn. 
While the M&A deals in a progressive economy are mostly ex- 
pansive in nature, those during a recession are contractive and 
are driven by specific business needs, such as sale of dead or 
unproductive assets, divestment, acquisition of smaller firms 
to create synergies or value addition, and also as an alternative 


to bankruptcy proceedings. 
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In a downturn. it becomes a buyer's market, and the onus is 
on the seller to assert and persuade the buyer of the worth of the 
deal. Therefore, pricing becomes cheaper, and when the economy 
improves, better returns are achieved. 

What kind of deals are prominent recently? Do you think more strategic 
M&As are likely to happen? 

CG Srividya: In recent times, we have seen several restructur- 
ing and consolidation-related transactions, including group 
company mergers. We are also seeing an increase in momentum 
for strategic M&As, especially in certain sectors. Going forward, 
with the positive sentiments coming from the current trendsin 
stock markets as well as a promising government, more activity 
in strategic M&As is expected. 

Demont Valerie: The economic crisis is going to accelerate the 
consolidation and restructuring of certain sectors. For exampie, 
the pharmaceutical sector has seen a series of mega-mergers 
announced recently (e.g., Pfizers announced acquisition of 
Wyeth for about $68 bn and Merck's announced acquisition of 
Schering-Plough for about $41 bn). More consolidation and stra- 
tegic dispositions are expected in sectors that have been hit 
hard by the crisis, especially the financial services and automo- 
tive sector. Under bankruptcy or other financial pressure, many 
companies in these sectors are forced to shed assets quickly to 
shore up their balance sheets and restore their financial viabil- 
ity. For example, companies such as AIG are currently actively 
engaged in a process to sell many parts of their business. Simi- 
larly, many banks are currently being acquired and consoli- 
dated, especially middle market and community banks. I also 
believe that consolidation is going to take place in other sectors 
that have been less affected by the crisis but are poised to ben- 
efit from the recovery such as the outsourcing sector. 

Akhil Hirani: The recent M&A activity consists of acquisition 
of companies in bankruptcy and rescue of weaker or smaller 
units by larger firms. Additionally, strategic M&A deals are 
also on the rise, and our firm has seen a number of them. The 
sectors of IT, [Tes and pharmaceuticals have witnessed a great 
deal of M&A activity. One of the largest India inbound M&A 
deals in 2008 was the takeover of generics major, Ranbaxy 
Laboratories, by the Japanese pharmaceuticals firm, Daiichi 
Sankyo. Another major strategic M&A in the pipeline is the 
proposed MTN-Bharti Airtel merger, which is likely to become 
India’s biggest cross-border deal. 

What is the difference between strategic M&As and non-strategic M&As? 
CG Srividya: Strategic M&A could be something which either 
gives control of the target acquisition or gives a strategic busi- 
ness perspective to the transaction. A non-strategic M&A is 
something which is typically held as an investment. 

Demont Valerie: Strategic M&A typically refers to acquisi- 
tions consummated by corporations involved in the industry or 
related industry that pursue acquisitions for a variety of strate- 
gic reasons related to the growth of their businesses, such as to 
grow their market share, increase capacity, acquire certain tech- 
nology or know-how, acquire brand recognition, penetrate new 
markets or consolidate. Non-strategic M&A typically refers to 
acquisitions consummated by financial investors (such as pri- 
vate equity funds) for financial investment purposes. 
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Akhil Hirani: Strategic M&As are undertaken by two compa- 
nies with specific business objectives such as earning a competi- 
tive edge or for mutual growth. For instance, the primary objec 
tive of Tata Steel behind the 2007 strategic acquisition of 
Corus, UK, was to tap Corus’ strong distribution network in 
Europe, and thus emerge as the fifth largest steel producer in 
the world. This acquisition was the biggest overseas acquisition 
by an Indian company at that time. By comparison, non-strate- 
gic M&A involves a combination of two entities for financial 
consideration or a return on investment per se. 

Considering that strategic M&As are motivated by spe- 

cifie business or competitive needs, such deals generally sur- 
vive the recessionary trends. Thus, strategic M&As, unlike fi- 
nancial M&As, are seen both during a progressive economy 
and a slowdown. | 
What are benefits or complications associated with strategic M&As? ^^ 
CG Srividya: The expected benefits from a strategic M&A is 
that it would result in several synergies, larger economic scale, 
cross sell opportunities, improved productivity and profitability. 
However, there are several challenges including integration of 
operations, work culture and retaining erstwhile management. 
Demont Valerie: Strategic M&A transactions can often result 
in higher prices in the transaction because strategic buyers have 
a greater incentive to put more on the table to win the deal than 
pure financial players. They generally can be done quicker as the 
levels of due diligence required tend to be less amongst compa- 
nies involved in the same industry since they have more famil- 
iarity with the business. Strategic buyers may sometimes find 
it easier to access credit in this environment to consummate 
their transactions than pure financial investors. Strategic buy- 
ers, if they are publicly-traded, are also able in certain cases to 
use their capital stock as acquisition currency, which non-stra- 
tegic buyers cannot do. For example, the recently announced 
mega mergers іп the pharmaceutical sectors have generally 
been financed with a combination of cash and stock. Private 
equity funds, which are not able to access financing in the 
amounts that were available to them before the economic crisis, 
are today effectively shut out of the markets for large transac- 
tions. Strategic M&A transactions on the other hand can often 
raise antitrust issues that can complicate or significantly delay 
the transactions. They can also raise significant post-closing 
integration concerns. 
Akhil Hirani: The benefits sought from a strategic M&A essen- 
tially depend on the objectives of the parties. Some of the major 
advantages of a strategic M&A are pooling of resources and 
creation of synergy, risk sharing, value addition in terms of tech- 
nology, intellectual property or any other core competence, re- 
duction of costs and greater responsiveness to changes and op- 
portunities. 

Additionally, in case of M&As within the group companies, 
such as the merger between Reliance Petroleum and Reliance 
Industries in March 2009, the economic benefits are backed by? 
operatienal convenience of the companies. 

However, such strategic alliances also involve certain com- 
plex issues, such as accurately identifying the strategic needs, 
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choosing an appropriate alliance partner, negotiating the alli- 
ance terms with the partner, formulating viable plans and 
ourse of action, etc. 

What are the challenges to the buyers and sellers in completing transac- 
tions in such a scenario? 

CG Srividya: To start with, it is a significant challenge to find a 
partner (either a buyer or seller) with both a strategic and op- 
erational fit. Secondly, it is difficult to finalize a mutually ac- 
ceptable valuation and all other terms of the transaction. Then, 
it is equally important for both the buyer and the seller to get 
the buy-in of all key stakeholders as well as go through the 
regulatory processes to ensure that the transaction is com- 
pleted smoothly. Once the transaction is completed, there will 
be more organizational challenges for the initial period, includ- 

‚ ing integration, elimination of duplications, motivating people 

urces and achieving the goals of the transaction. 

Akhil Hirani: In case of a cross-border M&A, the most signifi- 
cant challenge lies in harmonizing the cultural conflicts. To this 


end, it is recommended that the concerned entities should de- 
velop a comprehensive post-merger integration plan regarding 
how to align diverse corporate cultures. Further, often conflicts 
arise due to difference in the vision of the M&A partners, unclear 
direction and unmatched business goals. Sometimes, strategic 
priorities change over time, and this may reverse the very 
premise of the deal. An important facet of a successful M&A deal 
is conducting efficient due diligence. This not only helps in ascer- 
taining the true deal valuation, but also reduces the chance of 
potential conflicts between the alliance partners. Additionally, 
the applicable antitrust and competition laws should be consid- 
ered at the time of structuring the M&A deal to avoid any fallouts 
triggered by the actions of antitrust authorities. 
*Partner — Specialist Advisory Services, Grant Thornton, 
Bangalore, India. 
** Attorney at Law, Pepper Hamilton LLP, New York, US. 


***Managing Partner, Majumdar & Co., International Lawyers, 
Mumbai, India. 


credit conditions. Such firms make good 
targets because they tend to offer them- 
selves to prospective buyers at reason- 
able prices so as to protect the interests 
of all their stakeholders. This is to the 
advantage of companies looking at ex- 
panding their product line or expanding 
into other territories or rejigging an ex- 
isting relationship with another firm. 
For instance, cases of dominant partners 
taking full control of firms or companies 
consolidating the subsidiary companies 
are aplenty. Italian utility company 
Enel, a majority stakeholder in Spain’s 
= Endesa, bought out the minority stake to 
take full control in the company; and 
PepsiCo has bought control of its biggest 
bottling affiliates. 

Analysts say these sorts of deals be- 
come strategically viable decisions for 
firms in uncertain economic times. They 
minimize the risk of nasty outcomes 
like plunging share prices or minority 
shareholders exiting the targeted firm 
following a buyout. For selling firms, 
they are more like recapitalization 
means, and for buying firms, they are 
expected to create cost and capital-ex- 
penditure savings. The Economist 
magazine reckons that the top five stra- 
tegic deals listed above would result in 
annual savings before tax of $8.5 bn, 
+ compared to the targets’ combined ex- 
isting annual profits of about $10 bn. In 
this backdrop, analysts expect the stra- 
tegic M&As to rise in the near future. 
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There is a significant difference be- 
tween the deals executed during boom 
periods and the deals that are being ex- 
ecuted in the current downturn. Compa- 
nies did go for strategic deals even dur- 
ing the boom period, but they were lured 
into taking too much debt to complete 
the deals, thanks to the free credit 
availability during boom periods. For 
instance, last year, Belgian brewer 
InBev bought out its American rival 
Anheuser Busch and expected to yield 
over $2.2 bn of annual cost savings. But 
the company had to raise $50 bn in debt 
to complete the deal. The deal may not 
seem to be a profitable one until the 
debt is got rid of. However, present 
deals are more valuable propositions, 
for they are being done without buyers 
going in for much debt. About two- 
thirds of deals done in this year have 
been financed either by cash or stock 
rather than going in for debt. All the 
above-quoted buyers have strong bal- 
ance sheets and three of the five buyers 
have no debt at all. 

The trend indicates that the con- 
tribution of equity has increased sub- 
stantially in the M&A transactions, 
which were earlier more dependent on 
debt. This arose mainly because of the 
stringent norms faced by the compa- 
nies to raise debt to fund their trans- 
actions. According to Standard & 
Poor’s, average equity contribution to 


leveraged buyouts—mergers and ac- 
quisitions funded by debt—rose to 
42.6% in 2008 from 32.9% in 2007, 
and in 2009 leveraged buyouts them- 
selves seem to have vanished. The 
change in the trend is pressurizing 
companies to fund for the transac- 
tions internally, and accordingly, they 
are forced to lower their offer prices. 
The reduced leverage and increased 
equity contributions are therefore ad- 
versely affecting the transaction size 
and investor returns. Many M&A 
analysts also opine that mutual 
needs of buyers and sellers, and vola- 
tility in the environment have signifi- 
cantly reduced the M&A valuations. 
Moreover, they fear that the reduced 
valuations in the current economic 
downturn would also encourage hos- 
tile takeovers. Already, hostile take- 
overs in US alone have increased to 
24% in 2009 year-to-date compared to 
8% last year. Fears aside, the current 
change in the trend is profitable to the 
buyers in the long run, say experts. 


Costly mistakes at home 

M&A market in India is no different 
from the global one. Indian companies 
have created a lot of goodwill in the glo- 
bal arena in the last decade and have 
successfully targeted many foreign com- 
panies. 2007 and early 2008 saw a vi- 
brant M&A market in India—compa- 
nies striking some valuable deals. In 
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Business Drivers for Global M&As 


Stand alone value of the company 


Market share increase 


Revenue increase 


Cost saving and growth objective 


Source: Hewitt Associates; Global survey report on M&A transactions, 2009. 





fact, BusinessWeek reports that out- 
ward investment by Indian companies 
to acquire foreign companies in 2007 
alone has outstripped the cumulative 
foreign investment by Indian compa- 
mes in the 58 years between its inde- 
pendence in 1947 and 2005. During 
these two years, top Indian companies 
acquired many big foreign companies, 
creating big news. 

However, deals made by some re- 
nowned Indian companies, including 
those of Tata-Corus, Vodafone-Hutch 
and Hindalco-Novelis and Tata-Land 
Rover deals during 2007 and 2008, 
stand as instances of the Indian compa- 
nies’ irrational exuberance for M&As. 
In less than two years, all the four deals 
have been tagged as wrong acquisitions 
by the industry. Ratan Tata, Chairman 
of Tata Group, has admitted that both 
the deals with Corus and Land Rover 
are poorly timed and says he does not 
see anything good from those deals in 
the near future. Hindalco’s Kumara 
Mangalam Birla still hopes to see 
something positive, but the situation 
remains harsh. In fact, analysts lament 
that these deals, which make up for 
more than half of the M&A value in 
India for 2007 and 2008, highlight the 
lurking danger of hubris in a buoyant 
business environment. 

As the global market receded, 
Indian market also did and it is re- 
flected by a 60% fall (as compared to the 
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same period in 2008) in the volume of 
M&As during the first three months of 
2009. Other experts say that the cur- 
rent M&A activity cannot be seen in the 
same light as private equity deals, they 
are more driven by the strategic re- 
quirements of companies. Moreover, 
garnering of funds is the major chal- 
lenge. Lending companies are demand- 
ing 60-90% of the actual valuation as 
collateral. Though the number seems to 
be low, few value deals have taken place 
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in India. Some of the inbound deals in- 
dicate that multinational companies 
with strong balance sheets are seeking 
to acquire Indian companies when valu- 
ations are attractive, says Arun 
Natrajan, CEO of Venture Intelligence, 
a deal tracking firm. He also says that 
outbound deals would be a challenge, 
especially for raismg capital and bind- 
ing the two cultures. In this regard, 
Bharti-Airtel’s plan to acquire MTN is 
also doubted by many. 

Nirmalya Kumar, Professor of Mar- 
keting and co-director of the Aditya 
Birla India Center at London Business 


nies. 


The current M&A activity cannot be seen in the 
same light as private equity deals, they are more 
driven by the strategic requirements of compa- 


School, writes that there is some pro- 
found confidence in Indian CEOs, which 
the CEOs of many developed countries 
lack. They are ready to accept high debt 
and live with it. But in this environment 
of credit crunch, their confidence might 
take a beating. 


Buyers beware 

Given the tougher economic environ- 
ment, strategic and company-financed 
deals seem to be more appropriate for 
companies to survive the recession. Ex- 
perts opine that distressed M&A, or the 
purchase of financially strapped or 
bankrupt companies, will continue“ 
throughout the year, as companies with 
strong balance sheets look for bargains. 
However, the main challenge to the buy- 
ers is to fund the deals and complete the 
deal successfully. Overstretching by 
companies to pay for the deal may not 
be advisable in the long run. Companies 
that have strong balance sheets are the 
obvious achievers. Investors may also 
not prefer companies to go in for expen- 
sive deals, though strategic, if the bal- 
ance sheet is under pressure. This was 
witnessed in the case of Tata-Corus 
deal, as the BSE Sensex crashed in re- 
action to the deal. Therefore, experts 
say that buyers should be cautious and 


| | 
rational while executing deals. 


In this sense, the same trend of stra- 
tegic M&As may not be possible for 
long. It may put enormous pressure on 
the companies’ balance sheet and throw 
them into disarray. Therefore, a bal- 
anced financing structure—half equity 
and half debt—may be an attractive op- 
tion. Nevertheless, as the credit mar- 
kets revive, leveraged buyouts and 
debt-financed deals may spurt again. 
Then we may again witness new kind of, 


deals.s 
- T Jyotsna 
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Roche-Genentech 


Biotech Boost 


willing to go to shore up weak pipelines 
of new drugs,” commented a report in 
The Associated Press. Indeed, the re- 
cent bout of mega acquisitions, includ- 
ing Roche-Genentech, Pfizer-Wyeth 
and Merck-Schering-Plough, is a clear | 
indication of the desperation on the 
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Is biotech the new Holy Grail of the Big Pharma? Roche's acquisition of 
the biotech pioneer, Genentech, hints so; but the Swiss drug 
multinational faces huge integration challenges. 





n the biggest ever acquisition in 

Switzerland's corporate history, 

Roche recently acquired its long- 
term mate and bietech pioneer, the 
San Francisco, US-based Genentech. 
The $46.8 bn deal, fer a stake of 44% in 
the US firm, culminates а 
longstanding partnership, since 1990, 
between the two drug firms in a new 
relationship. Although nearly a year- 
long drama and suspense had earlier 
threatened to mar the prospect of what 
is currently billed as the global phar- 
maceutical industry’s second largest 
merger of 2009, after the $68 bn deal 
involving Pfizer and Wyeth, the year- 
long tussle between the two partners 
began last year after Genentech’s 
board rejected Roche’s initial bid of 
$89 per share in July. However, the 
year-long negotiations finally frueti- 
fied after Roche sweetened its offer 
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price several times to reach an agree- 
able $95 a share in March this year. 
Interestingly, Roche has, since 1990, 
been a majority shareowner in the US 
biotech giant which sells drugs such as 
Avastin, one of the world’s best-selling 
biotechnology drugs. The acquisition 
catapults the Roche-Genentech com- 
bine to the 7 rank in the US pharma- 
ceutical market in terms of market 
share. The duo would also be saving 
around $750 mn to $850 mn in costs 
per year. However, more than anything 
else, it is the coordinatien on product 
development that drove the two com- 
panies to the merger table. "This 
transaction is about strengthening in- 
novation; it is net about cost-cutting," 
said Severin Schwann, CEO, Roche. 
"The deal, which values the whole of 
Genentech at more than $100 bn, un- 
derscores the lengths drugmakers are 


part of big pharmaceutical firms amid 
fast-drying drug pipelines, lack of 
blockbuster drugs, and the growing on- 
slaught from generic manufacturers, 
as several drugs go off-patent. 
Through this deal, Roche expects to 
integrate the clinical research teams 
along with manufacturing, sales and 
administrative departments of 
Genentech in the US. Another factor be- 
hind the merger is an agreement be- 
tween the two companies, which con- 
cluded in 1999 and holds true till 2015. 
As per the agreement, Roche can license 
and sell the drugs of Genentech, the 
world's oldest and most successful 
biotech firm, in countries other than the 
US. To avoid the process of renegotia- 
tion, Roche made a takeover offer in > 
July 2008. Combining Genentech's ro- 
bust portfolio of drugs with its lucrative 
anti-cancer drugs, such as Avastin with 
Roche's Hercetin along with various 
promising drugs in the pipeline, will en- 
hance Roche's earning power that can be 
used to fund research and development 
at the time when other biotech firms are 
searching to find partners with deep 
pockets. Another objective behind the 
deal was to create a safeguard from the 
intensifying competition from generic 
manufacturers, which is expected to ex- 
plode in 2011, with major blockbuster 
drugs going off-patent. Besides the pric- 
ing pressure (from generic players), 
tougher regulatory measures too are 
adding to the traditional players' woes: 
Against this backdrop, the deal will 
pave the way for drugs produced using 
biotechnology rather than chemical- 
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based, which are easy prey for generic 
competition. This was evident when 
Roche announced that this deal will re- 


Авин in making the new entity the larg- 





-- 


est biotechnology company in the 
world—and not a drug company. 


Biotech is the future 

Biotechnology has emerged as the new 
Holy Grail for the members of the ‘Big 
Pharma’ club like Roche, which are 
cash-rich but are passing through a 
phase of poor innovation, and hence, 
have opted for purchasing strong 
biotech firms to get their businesses 
back on track. Steven Burrill, an indus- 
try expert, opined, “The biotech-product 


‘land grab’ by Big Pharma will soon 
reach ‘fever pitch’.” What is further add- 
ing to their ‘urge-to-merge’ is the fact 
that several of their blockbuster drugs 
will soon be going off-patent. For ex- 
ample, Pfizer’s Lipitor, which will go off- 
patent soon, will result in a loss of bil- 
lions of dollars to the pharma giant, 
while bringing billions of dollars to the 
kitty of global generic firms, mainly 
from emerging markets like India, 
China, Israel, etc. In biotech drugs, 
these firms find a savior. 

Further, biotech drugs are hard to 
copy and also do not have any written 
regulations for approving the generic 
version of the same. Given that, it is 
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The major challenge for the new management will 
be to smoothly integrate the two companies without 
disturbing the freewheeling and innovative culture 
and the exodus of its top managers and scientists. 


only logical to expect that the acquisi- 
tion of Genentech will fuel more such 
deals in the days to come; small yet 
successful biotech firms like Gilead 
Sciences, Amgen and Biogen could be 
the ideal preys. Also, the revenues 
from traditional prescription drugs are 
declining drastically and biotech firms 
are facing tough regulatory norms. All 
these increase the vulnerability of 
biotech firms to the acquisition-hungry 
big pharmaceutical companies. Fur- 
thermore, with a ‘flush with cash but 
nowhere to invest’ scenario, the Big 
Pharma is gearing up to gobble effi- 
cient biotech firms to restart their in- 
novation machines. The icing on the 
cake is the recession, which has made 
the dollar cheaper for foreign acquirers 
like Roche. However, in the case of 
Roche, beyond all these are the oppor- 
tunities in marrying diagnostics with 
biotech. The Swiss major is now look- 
ing to go deeper rather than broader. 
Roche says it has no interest in generic 
drugs or consumer products and wants 
to stick to its specialty. “You go deep 
rather than broad,” Bill Burns, Head of 
Roche’s Pharmaceutical Business, 
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said in an interview. “That means 
Roche's leadership in diagnostics gives 
it an edge in telling which patients 
should receive a drug," commented the 
NY Times. 

Genentech's robust portfolio of 
drugs, which include successful drugs 
such as Rituxan (for treating cancer and 
arthritis) and anti-cancer drugs like 
Avastin, Herceptin and Tarceva, has 
been a major attraction for Roche. For 
example, in 2008 alone Roche's propor- 
tion in Avastin sales amounted to 5.21 
bn Swiss francs and is expected to 
record maximum sales around the 
world by 2014. Positive feedback on 
Avastin is expected to bring in $1 bn to 





Roche-Genentech 


$2 bn in sales per annum. Genentech 
announced that 15 new drugs will come 
before FDA for approval by 2011 and 
2015, and it is also planning to enhance 
the usage of 24 existing drugs, which is 
expected to increase the growth of an- 
nual earnings by 1646 from 2010 to 
2015. 


Pain points 

However, the acquisition poses several 
new challenges for the Swiss drug mul- 
tinational. The major challenge for the 
new management will be to smoothly 
integrate the two companies without 
disturbing the freewheeling and innova- 
tive culture and the exodus of its top 
managers and scientists. Some experts 


The price paid is an apt balance between the 
risk and opportunity of acquiring Genentech, 
while it fully prices in the synergy benefits. 

The real upside to the transaction will come 
from a free sharing of the intellectual property 
rights which will expedite the R&D process. 

Genentech R&D will be able to fully tap the 
benefits from the string of diagnostic business 
acquired by Roche over the last two years. The 
decision to keep R&D as a separate unit will allow 
the innovation-driven culture to flourish even 
post integration. 

Value for Investors 

e Roche is the best among the global pharma 
companies on account of its long-term 
growth potential (an emerging Phil portfolio); 

* Higher perpetual value of its drug portfolio 
(majority of sales come from biologics); 

* Roche is the highest spender on R&D; 

* Higher scope for margin improvement; 

• Пап environment of diminishing R&D pro- 
ductivity, Roche has shown dynamism to 
adopt a new R&D model that is an outcome 
of collaboration of the right tools. The string 
of acquisitions done by Roche in the diag- 
nostic business provides it with a broad ac- 
cess to platforms, technologies, and skill 
sets across business areas in DNA-RNA (Se- 
quencing, Microarray, PCR), Proteins 
(ELISA and ECL), and Tissues (Immuno 
Histochemisty /In situ Hybridization). These 
acquisitions in collaboration with pharma- 
ceutical business strongly position Roche 
as the leader and forerunner in personalized 
healthcare space. 

Courtesy: Mehta Partners, 276 Fifth Avenue 

Suite 1100, New York 10001 
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even warn that the culture clash be- 
tween Roche and Genentech could be 
greater than that between Pfizer and 
Wyeth or between Merck and Schering- 
Plough, all of which are traditional big 
drug companies. While Genentech 1s fa- 
mous for its California cowboy culture, 
whereas Roche is Swiss and is a big 
drugmaker, thus stoking the fears of a 
cultural between the two. 
Laurence Lasky, Silicon Valley venture 
capitalist and  ex-scientist at 
Genentech, said that he expected top 
managers of Genentech to leave Roche. 
"They're Swiss and Genentech is a 
bunch of entrepreneurial California 
cowboys," he observed. Further, in a ma- 
jor setback after the merger, Genentech 
has called back Raptiva, a psoriasis 
creating drug in the US. The company 


clash 


лав advised doctors not to prescribe the 
lrug. Rativa, which earned $108 mn in 
JS sales the previous year, is being 
'alled back after three 
diagnosed for brain infection. Ivor Caro, 
Senior Medical Director for dermatol- 
ogy, Genentech, said, "We said, and the 
Food and Drug Administration agreed, 
that Raptiva likely causes PML. It was 
the clinical science perspective, not how 
much Raptiva was being sold." The 
withdrawal of Raptiva is expected to 
cost $125 mn for the company. 


patients were 


Integration holds the key 

The pharmaceutical industry recorded 
$70 bn worth of deals so far this year, 
already double that of last year's total 
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amount. But the flip side of an other- 
wise booming M&A story in the global 
pharma industry is that though the 
pharma giants tout significant cost 


savings in the short-term, a majority of 
the past mergers have failed to deliver 


any new blockbuster drug to the mar- 
ket. The dearth of new drugs post- 
merger is attributed to scientists leav- 
ing the firm under new management 
rather than compromising on their 
freedom. This somewhat raises a few 
questions in the wake of the latest 
merger in the industry—how will 
Roche retain the 
Genentech, the world’s oldest and most 
successful biotechnological company? 
While many of Roche’s competitors— 
GlaxoSmithKline, Johnson & Johnson 
and Pfizer—are facing the same situa- 
tion, yet many are concerned whether 
Roche would be able to come out with 
flying colors after the Genentech deal? 
Schwann, CEO, Roche, 
sounded optimistic as he said, “The 
merger will have very little impact. 
The secret is to keep the different cul- 
tures within the Roche universe.” How- 


Severin 


scientists of 


ever, if the past deals are any indica- 
tion, it is not going to be an easy task. 
The exodus of key scientists have been) 
a given in most of the past mergers in 
the biotech industry in the US. “We 
will do everything to preserve the 
unique and science-driven culture of 
Genentech, something which made 
Genentech so successful and some- 
thing we want to build on," Burns said 
in an interview. The Swiss major has 
already announced that Genentech's 
R&D and early clinical trial operations 
will retain their autonomy, a move 
aimed at preserving the biotech's cul- | 
ture. Besides, it also said that both the 
firms’ US operations will be based at 
Genentech’s headquarters in South 
San Francisco, California; Roche’s US 
operations are currently situated at 
Nutley, New Jersey. Given that, for 
now, there is a reason to believe him, 
as the success of the 19-year old alli- 
ance between the two firms suggests. m 


— Amit Singh Sisodiya and Sudesh Gonela 
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FDI in India 


What the New Measures Say? 


The fundamental principle emerging from the latest measures is that so 
long as the Indian company is ‘owned and controlled’ ultimately by 
resident Indian citizens, investment by an Indian company will not be 
counted towards FDI and will be able to attract foreign capital to make 
downstream investment across sectors—even in those where FDI is 
currently either prohibited or restricted. This is a significant shift from 


the existing FDI policy. 


— Goldie Dhama 


Senior Manager, PricewaterhouseCoopers, New Delhi 





ress Notes 2, 3 and 4 issued 

by the Department of Indus- 

trial Policy and Promotion 
last month seeks to: 

e Lay down the formula for calculat- 
ing total foreign investment for 
cases where sectoral caps apply, 
considering that investments in 
such operating companies can be 
made directly by non-resident enti- 
ties and indirectly by Indian com- 
panies having FDI. 

e Regulate sectors with sectoral caps 
where either ownership or control is 
transferred/passed on to non-resi- 
dent entities. 

e Set out FIPB approval require- 
ments where downstream invest- 
ments are proposed to be made into 
any sector in India by Indian com- 
panies having foreign investment. 
The key principles emerging out of 

the new FDI policy are: 

In cases where sectoral caps apply 
under FDI policy, FDI caps are now 
linked to control besides the equity 
ownership: 

e Investments by Indian-owned and 
controlled company is not counted 
towards FDI caps even if it has 
some foreign investments. 

e In cases where sectoral caps apply, 
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prior FIPB approval is required, 
where even control is sought to be 
passed to the non-resident irre- 
spective of the ownership. 

An Indian company having FDI is 
not required to obtain FIPB ap- 
proval for making downstream in- 
vestment in sectoral falling under 
automatic route, except where 
Indian company is a pure investing 
company regardless of foreign in- 
vestment. 

FII, NRI and FVCI investments, 
even though falling under separate 


schemes under FEMA, are counted 
as FDI while computing indirect 
foreign investment or for the pur- 
pose of determining change in con- 
trol/ownership for FIPB approval 
requirements. 
Now let us understand the above: 
Calculation of total foreign invest- 
ment, i.e., direct and indirect, in Indian 
operating companies will be as under: 
1. All investment directly by a non- 
resident entity into the Indian op- 
erating company will be counted to- 
wards foreign investment. 

п. Foreign investment through an in- 
vesting Indian company will not be 
considered for calculation of indi- 
rect foreign investment in case of 
Indian companies which are ‘owned 
and controlled’ by resident Indian 
citizens and Indian companies 
which are owned and controlled ul- 
timately by resident Indian citi- 
zens. 

. If the investing company is either 
owned or controlled by ‘non-resi- 
dent entities’, the entire invest- 
ment by the Indian investing com- 


к“. 


11 


The Following Charts Illustrate the Computation Methodology for Indirect FDI 


Case 1 — FDI not counted 


Indian Investing Co 
(owned & controlled by 
Resident Indian) 


Case 2 – FDI in Op Co = % 
holding of Indian investing 
company in Op Co 


Case 3 (exception to Case 2) - 
FDI in Op Co = % FDI holding 
in Indian investing company 


Indian Investing Co 
(owned or controlled by 
foreign entities 
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Case 1 - Direct FDI in an 
operating company 





pany in the Indian company will be 
considered as indirect foreign in- 
vestment. 

iv. As an exception to (111) above, where 
an Indian investing company has 
100% ownership of the down- 
stream company, FDI in the down- 
stream company will be a mirror 
image of the FDI in the Indian in- 
vesting company if the investing 
company is owned or controlled by 
non-resident entities. As a corol- 
lary, in case the Indian investing 
company is neither owned nor con- 
trolled by foreign entities, there 
will be no FDI in the downstream 
company even if it is 100% owned 
by the Indian investing company. 
The fundamental principle emerg- 

ing from the Press Notes is that so long 

as an Indian company is ‘owned and 
controlled’ ultimately by resident 

Indian citizens, investment by an 

Indian company wil! not be counted to- 

wards FDI and will be able to attract 

foreign capital to make downstream 
investment across sectors, even those 
where FDI is currently either prohib- 
ited or restricted. This is a significant 
shift from the existing FDI policy. 
This is also in line with the accept- 
able principle under Foreign Exchange 

Management Act, where a company, ir- 

respective of the fact that it is foreign 

or Indian-owned, is treated as an In- 
dian company and enjoys all the privi- 
leges of an Indian company. 
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Case 2 — Foreign Investment 
in Operating cum Investing 


The Following Charts Illustrate 





Companies 


Operating cum 
Investing Co 


Any percentage 


DIPP has issued Press Note 4 of 
2009 on February 26, 2009 to provide 
clarity on approval requirements in re- 
lation to the Indian company making 
downstream investments. The guiding 
principle is that downstream invest- 
ments by companies 'owned or con- 
trolled' by non-resident entities would 
be required to follow the same norms 
as direct investment—simply stated, 
what can be done directly can be done 
indirectly under same norms. 

FDI policy as relevant to operating 
activities would be applicable in terms 
of entry route (i.e., autematic or ap- 
proval route), or sectoral caps or any 
other conditionalities. 

Requirements for operating cum 
investing company: FDI policy, as rel- 
evant to operating activities, would be 
applicable in terms of entry route (1.е., 
automatic or approval route), or sectoral 
caps or any other conditionalities. 

Downstream investments in op- 
erating companies: FDI policy as rel- 
evant to operating activities of down- 
stream company would be applicable 
in terms of entry route (1.е., automatic 
or approval route), or sectoral caps or 
any other conditienalities. 

Requirements for investing 
companies: Foreign investment shall 
require FIPB approval regardless of 
the amount or extent of foreign invest- 
ment. 

Downstream investments in op- 
erating companies (Investing com- 


Case З – Foreign Investment | Case 4 — Foreign Investment in 
in Investing Companies 








Non-operating and Non- 
investment Company 


pany): FDI policy as relevant to oper- 
ating activities of downstream com- 
pany would be applicable in terms of 
entry route (i.e. automatic or approval 
route), or sectoral caps or any other 
conditionalities. 

Downstream investments in op- 
erating companies (Downstream 
company): FDI policy as relevant to 
operating activities of downstream 
company would be applicable in terms 
of entry route (1.е., automatic or ap- 
proval route), or sectoral caps or any 
other conditionalities, as and when 
downstream investment is made. | 

While the above Press Notes} 
should help in increasing FDI invest- 
ments in India, the other measures 
that the government needs to focus on 
include: 

i. Creating a strategic think tank for 
initiating/developing specific 
projects for foreign investors to 
come and invest in; 

ii. Special policy drive required to 
substantially ease ground-level ad- 
ministration and remove proce- 
dural irritants; 

iii. Creating schemes to incentivize 
foreign investors to reinvest their 
earnings in the country; and 

iv. Creating a progressive and inves- 
tor-friendly tax regime in the 
country.s i 
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KG Gas Flow 


Historic Energy Boost to India 


Oil and gas from KG-D6 will not only substantially impact India's economy 
and strengthen its energy security, but also contribute towards becoming the 
quintessential and environment-friendly problem-solver for its future energy 


needs. 
А 
scripted a new screenplay Юг the 
country’s energy sector, Mukesh 
Ambani-led Reliance Industries Ltd., 
(RIL) has kick-started natural gas pro- 
duction from its D-6 block in the 
Krishna-Godavari (KG) basin. The be- 
ginning of gas flows from the deep wa- 
ters of the Bay of Bengal has been seen 
as a quantum leap towards achieving 
India’s energy security. Interestingly, 
the move has created a new benchmark 
for deep-sea developers across the 
world when RIL took just six-and-a-half 
years from discovery to gas production, 
as against the global practice of 9-10 
years. With this, RIL can boast of hav- 
ing one of the world’s largest deep water 
production facilities. 
. Т fact, the KG-D6 block in Krishna 
Godavari basin was awarded to RIL- 
Niko consortium in the first round of 
New Exploration Licensing Policy 
(NELP-I). RIL holds 90% Participating 
Interest (PI), while Niko Resources Lim- 
ited holds 10% PI in the block. RIL’s 
other partners in the project execution 
include Aker Kvaerner Group, Allseas, 
Afcons, Bechtel, Cameron, GE, 
Halliburton, Hellix, L&T, McDermott, 
Schlumberger, Siemens, Transocean, 
and so on. As Dhirubhai 1 and 3, the first 
two of the 18 gas finds in KG-D6 block, 
are finally put to production, they are 
poised to spur power supply from idle 
generators starved of fuel and generate 
cheaper urea for agriculture. Industry 
analysts opine that the development 
would reduce wealth transfer from India 
to other nations due to energy imports, 


[: a history-making feat that has 
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while supply of gas to the core sectors 
would also bring down subsidy and costs 
in the fertilizer, power and transporta- 
tion sectors. It would further augment 
chances of foreign investments in oil and 
gas exploration in India. 


Changing energy landscape 
With a whopping 63% success rate in its 
projects, RIL is all set to transform the 
Indian energy landscape by doubling 
the gas production of the country in a 
year. The largest natural gas field in the 
country, which kick-started with 2.5 
million cubic meters of gas production, is 
ramping up to reach its full capacity of 
80 million metric cubic meters a day 
(mmscmd) by 2010. This figure will thus 
double the country’s supply of the cleaner 
burning fuel and lessen its reliance on 
oil. The gas thus obtained will be sup- 
plied to feedstock hungry power plants, 
fertilizer plants, manufacturing units 
and also city gas distribution such as 
cooking gas and auto fuel. Commenting 
on the success of RIL, the oil secretary 
avers, “The much-awaited gas produc- 
tion is the most significant discovery in 
the country in 30 years after Bombay 
High was discovered in mid-1970s.” 
RIL’s KG gas will reduce the 
country’s import bill by $9 bn annually 
during peak production at current 
prices. However, analysts believe that 
when all of RIL’s gas from KG basin 
comes on stream, India could shave at 
least $20 bn off its oil import bill, which 
is forecasted at around $77 bn for the 
current financial year. Reduced imports 
are poised to make the rupee stronger 


due to less demand for dollar to procure 
crude/LNG. Thus, the mounting trade 
deficit is also likely to see some relief. 
Reduced deficit should, in turn, prop up 
fresh economic growth. 

On the other hand, increased avail- 
ability of gas could drive new usage in 
the long run. Notably, in 2007, while the 
oil-gas consumption ratio in the energy 
basket of the world was 60:40, it was 
78:22 in India. For India, the ratio is 
anticipated to shift towards gas (65:35) 
in the coming two years. 


A new era of market-driven pricing 
Though India has done away with con- 
trols on many sectors of the economy in 
more than two decades of market liber- 
alization, it still sets prices of petrol, 
diesel, cooking gas, kerosene and gas. 
Therefore, the gas produced by all gov- 
ernment-owned companies is sold at 
controlled prices. All these years, other 
than government’s controlled price of 
$2.40 per unit, consumers have had to 
rely on other alternatives such as im- 
ported liquefied natural gas and naph- 
tha that come at relatively high prices, 
ranging between $4 a unit and even $10, 
depending on global prices. Fertilizer 
companies also have had to import urea 
to run their plants on pricey naphtha. 

Thanks to RIL KG gas discovery, 
this is the first time ever that consum- 
ers are allowed to buy gas at a price 
based on bidding by major consumers. 
Interestingly, the government has also 
played a major role in finalizing the 
price. RIL had invited biddings from 
potential consumers such as fertilizer 
and power companies with idle capac- 
ity along the pipeline. Based on the 
bids submitted, a final price of $4.2 per 
mmBtu has been finalized. This has 
heralded an era of market-driven pric- 
ing, a very important sea change for the 
investors. 
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KG-D6: What It Means for India? 


On September 17, 2008, 8,000 feet below the 
ocean bed in the Krishna-Godavari basin in the 
Bay of Bengal, Reliance's Block KG-D6 sprang to 
life. KG-D6 is expected to churn out 550,000 
barrels of oil equivalent per day by 2009 end, 
which will equal 40% of India's total current in- 
digenous production. This feat marked a strate- 
cic and emotional inflection point for India, dis- 
proving the naysayers of the world, who had, for 
cecades, written off India's ability to produce its 
cwn oil and gas. 

Just how will this development impact the 
nation's economy, and indeed, will it in the long- 
term impact the way we live and the environment 
we live in? World's leading industry watchers say 
that oil and gas from KG-D6 will not only substan- 
tially impact India’s economy and strengthen its 
energy security, but also contribute towards be- 
coming the quintessential and environment-friendly 
problem-solver for its future energy needs. 

India's per capita energy consumption at 
311 kgs of oil equivalent per capita is low 
compared with the world average of 1,849 
kgs. India's energy needs will more than 
double by 2020. India's current hydrocarbon 
ой and gas production of 1.3 million BOEPD is 
inadequate for even its present needs, forcing 
heavy spending on energy imports. India's net 
oil imports in FY2008 were $57 bn, and in 
FY2009, it is expected to be $77 bn. India 
imports 25% of LNG and 14% of coal require- 
ments. By 2031-32, India may have to import 
up to 93% of oil, 50% of gas and 45% of coal 
requirements. 


Fuel of choice 


The RIL gas will offer consumers a 
choice of the fuel, more availability and 
cheaper options. RIL’s $8.8 bn project 
will be helpful in many ways: more 
power supply from idle generators 
starved of gas; lower carbon emissions 
than its coal-generator sector; and less 
need for costly naphtha or imported 
LNG for fertilizer firms. 

In India, the power and the fertilizer 
sectors have been major consumers of 
gas thus far, thanks to the government's 
policy to offer gas to these sectors at af- 
fordable prices. Though they consume 
around 7096 of the gas available in the 
country, they are able to operate at just 
50-60% of their capacity. Thus, KG gas 
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For Reliance, KG-D6 marks the first produc- 
tion from just one field that is part of a larger 
discovery domain—the tip of what might be an 
oil and gas reserve iceberg. For India, its impact 
will be enormous. contributing to foreign ex- 
change and impor: bill savings and subsidy re- 
duction of $56 bn, while enhancing the nation's 
GDP by $86 bn. India’s GDP is about $1.3 tn and 
energy consumption is 432 million tons of oil 
equivalent. This amounts to 19 billion MMBTU. 
Hence, for every MMBTU into the economy, India 
generates $72. KG-D6's 550,000 BOEPD will 
pump 1.20 billion MMBTU into the economy, 
which means that the addition to the nation's 
GDP would be $72x1.20, i.e., $86 bn. 

The benefit of hydrocarban oil and gas pro- 
duction should reach India’s millions. This is 
what will become aureality in the context of KG- 
D6. Simply put, 550,000 barrels per day can pro- 
vide CNG to over 50 million 2-wheelers, 5 million 
cars and 10 million trucks. К can provide distrib- 
uted power generation for 24,000 megawatts of 
power, meeting the requirement of lighting for 84 
million urban and rural househalds. That means a 
total of over 400 million people. Besides, it will pay 
huge environmental dividends through reduced 
emission of harmful gases, a benefit that is diffi- 
cult to quantify monetarily. 

Transforming the Energy Scenario 

Gas accounts for 9%.of India’s energy mix, while 
globally, it accounts for 2496. India's gas demand 
is set to increase from 179 MMSCMD in 2007-08 
to 280 MMSCMD by 2011-12. At consumption 
level of 280 MMSCMD, gas would account for 
14% of India's energy mix by 2012. In 2009-10, 


will definitely help them utilize their full 
capacity. Besides this, with the increas- 
ing economic prosperity, the demand for 
gas from other sectors too would in- 
crease. The KG D6 gas has the potential 
not only to serve the demand from the 
power and the fertilizer sectors, but even 
to other sectors such as refining, petro- 
chemicals, steel, City Gas Distribution 
(CGD) projects, and industrial. 
Importantly, both Union and State 
governments are set to gain signifi- 
cantly by savings in urea subsidy, accru- 
als from royalty, profit petroleum and 
taxes. As the value of the KG gas over 
the ll-year project lifespan is esti- 
mated to be around $42 bn at 4.20 per 
mmbBtu, government's share will be 


the demand would be 225 MMSCMD, while Md 
ply would be 168 MMSCMD, implying a deficit of 
57 MMSCMD. 

The Empowered Group of Ministers (EGoM) 
announced the price of $4.2/MMBTU ($25.2/ 
BOE) for sale of KG-D6 gas to regulated/specified 
end-use sectors. This approved base price would 
result in savings of foreign exchange of nearly 
$17 bn, accounting for 30% of India’s net oil 
imports, significantly improving the utilization 
and competitiveness of India's industrial sector. 

The EGoM has allocated the first 40 
MMSCMD of gas from KG-D6 to four key gas- Я 
based channels of fertilizer, power, City Gas Distri- 
bution (CGD), and LPG. The allocation breakup 
being: 14 to fertilizer, 18 to power, 5 to CGD, and 
3 to LPG. 

With the proposed increased investments in 
infrastructure and augmentation of supply, Say’s 
Law is expected to take effect. Higher supplies 
and higher infrastructure would automatically 
create demand, which, in turn, will further spur 
investment in the hydrocarbon sector. 


Fueling Fertilizer Sector 

А recent Citigroup report pegs India s current urea 
demand at 26 million tons, out of which 6 million 
tons per annum are imports. The demand for gas 
from fertilizer sector is 44 MMSCMD, while supply 
is only 30 MMSCMD. In 2008-09, the total sub- 
sidy bill on urea alone was Rs 27,516 cr, as feed- 
stock demand was 42 MMSCMD, and supply 
from APM and other sources was only 28 
MMSCMD. To meet the underserved demand, \ 
urea companies are currently using expensive ' 
naphtha and other liquid fuels. 


around $14 bn. This has come at the 
right time when the government’s fi- 
nances are under severe pressure with a 
slowdown in the economy, increasing 
fiscal deficit and dipping revenues. For 
the government, the RIL gas will bring 
in a steady flow of revenue to the govern- 
ment in the form of profit petroleum. 
The 15 mmscmd of KG-D6 gas alloca- 
tion to urea-making plants will help the 
government save about Rs 3,000 cr per 
annum in fertilizer subsidy. Another 18 
mmscmd of gas will go to power plants, 
with one mmscmd capable of producing 
250 megawatt of electricity. 


Towards a gas-based economy 
The successful discovery of RIL KG gas 


| Chartered Financial Analyst | 


KG Gas Flow 
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| The cost of naphtha is about $445 per ton, 
which is about $10/MMBTU. Given that the 
landed cost of KG-D6 gas is $6/MMBTU at the 
battery limit of the fertilizer plants, it is a direct 
savings of $4/MMBTU. By using 1 MMSCMD of 
KG-D6 gas, the fertilizer industry would save 
$135,000, and by consuming the entire 14 
MMSCMD, it would save $1.89 mn every day or 
$690 mn per annum. In rupee terms, this implies 
a saving of Rs 3,450 cr to the nation in terms of 
fertilizer subsidy. 
Empowering India 
A calculation of current power supply and de- 
and shows that allocation of 18 MMSCMD of 
KG-D6 gas to this sector will satisfy the energy 
needs of 12.5 million households or 50 million 
people at significantly lower cost to the consumer. 
Here's how: а 1,000 MW plant requires 4 
MMSCMD. Hence, 18 MMSCMD would generate 
4,500 MW. 1 MW generates 7.884 million KWH 
(assuming a plant load factor of 90% would imply 
a generation of 7.884 million KWH). Hence, 4,500 
MW would be 35,478 million KWH or 35 billion 
KWH. India’s consumption is 800 billion KWH or 
about 612 KWH per capita with a peak deficit of 
112 billion KWH. Hence, 35 billion KWH from KG- 
D6 gas would address 31% of India’s peak de- 
mand and 4% of total gross consumption. 
Moreover, KG-D6 gas will result in an addi- 
tional 36 billion KWH of generation (equivalent to 
4.5 GW ~ to 4,500 MW of India’s total generation 
Capacity), thereby reducing the peak power deficit. 
. The cost of power generation from KG-D6 
gas is also lower vis-a-vis alternate fuels like naph- 
~ tha. Power generation from naphtha, assuming a 
price of $10/MMBTU, would be Rs 3.97 per unit, 


has put India on the exploration map for 
foreign companies searching seriously 
for accessible reserves, with companies 
such as Exxon Mobil, Chevron and BP 
eyeing exploration rights in the once- 
overlooked nation. This has also 
marked the beginning of a functional 
gas market in India. Gradually, India is 
poised to move from an oil economy to- 
wards a gas one. Besides power and fer- 
tilizer sectors, the other sectors which 
till now have been using liquid fuel or 
LPG are looking for ways to switch to 
gas, if made available. Moreover, there 
ps a huge potential to use gas as CNG, 
which is both economical and eco- 
friendly vis-a-vis liquid fuels. The 
transportation sector too has a vast po- 
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while the cost of generation from KG-D6 gas, 
assuming a delivered price of $6/MMBTU, would 
be Rs 2.50/unit, a straight saving of Rs 1.47 per 
unit. Since an average household consumes 
2,448 KWH per year, savings per household 
would be to the tune of Rs 3,599 per annum or 
Rs 300 per month. For 12.5 million households, 
it means net savings of Rs 4,499 cr. 


Direct-to-Home 

Natural gas is the 21* century fuel and its usage 
has beneficial impact on the environment. India 
has the opportunity to leapfrog the use of clean 
energy and directly benefit the consumer. For this, 
India needs to pipe gas in towns, cities and rural 
areas оп a war footing. 

From KG-D6 reservoirs, gas will be trans- 
ported via 1,400 km pipeline, one of the longest 
in the world. Completion of the pipeline has been 
synchronized with the gas production. This will 
benefit the consumer and help the government 
reduce subsidies. 

The price of an LPG cylinder is Rs 300 for a 
14.2 kg cylinder. A kg of LPG contains 11,500 
kcals, which implies that the price of a domestic 
cylinder is $9.26/MMBTU. The subsidy per cylin- 
der is Rs 97 or about $2.99/MMBTU. Therefore, 
the total cost to the government is $12.26/ 
MMBTU, whereas the price of gas delivered to 
households will be $8/MMBTU (including trans- 
portation costs and other taxes). This is 35% 
cheaper than the total cost of an LPG cylinder. 

On an average, an Indian household con- 
sumes 7.77 MMBTU of cooking gas per annum. 
Thus, 1 MMSCMD of gas can supply piped natural 
gas to 16 lakh households and save Rs 300 cr to 
the government and Rs 120 cr to the consumer. 


tential to use gas as CNG. With gas in- 
creasingly becoming a fuel of choice 
across the globe due to its increased 
availability and other environment con- 
cerns, a plethora of new gas-based ap- 
plications are being developed. 

“The development of fuel cells can 
meet the total energy requirement of a 
household through generation of power, 
hydrogen and hot water from gas,” says 
PMS Prasad, President and CEO (pe- 
troleum), Reliance Industries. Efforts 
are underway to bring down the cost of 
fuel cells. Importantly, a network of 
pipelines is emerging in the nation 
where all will be interconnected. Thus, a 
pipeline grid will further shore up in- 
vestments upstream. As the govern- 


At present, India’s petroleum subsidy bill is 
nearly Rs 100,000 cr. Out of which nearly Rs 
99,000 cr is for diesel, Rs 6,300 cr for petrol, Rs 
16,000 cr for LPG, and Rs 25,100 cr for kero- 
sene. Gas usage in the City Gas Distribution sec- 
tors has the potential to save $13 bn in petroleum 
Subsidies, which accounts for 40% of the 
country's subsidy bill. 


Clean-green Public Transport 

The Supreme Court has mandated use of CNG 
for transportation in our major cities as a pollution 
abatement measure. Gas from KG-D6 provides 
the opportunity to make this work. 

India, the fourth-largest CNG market in the 
world, has current domestic CNG demand of 
8.50 MMSCMD. Nearly, 5 lakh vehicles use CNG 
in India. 

CNG offers several advantages over petrol 
and diesel in terms of operating cost on a per km 
basis. For a taxi, CNG usage is cheaper by 80% 
than petrol on a per km basis. For 3-wheelers and 
cars, CNG usage is 40% cheaper on a per km 
basis, while CNG is cheaper by 30% than petrol 
for a city bus on a per km basis. 

To add to this, reduction in the consumption 
of petrol and diesel will have a far-reaching impact 
on the environment. CO, emissions from petrol 
and diesel are 21,000 and 22,000 gms respec- 
tively for every 100 km of usage, and CO, emis- 
sions from CNG are only 16,275 gms for the 
same distance. The clean gas from KG-D6 will 
lead to overall savings in terms of lower carbon 
emissions and a greener footprint by 35%. 


— Kartik Upadhyay 
Senior Partner, NeuCom Consulting Pvt. Ltd. 


ment is planning to issue licences for 74 
Indian cities in phases, piped gas would 
be available in various cities soon. Once 
these city gas networks become a real- 
ity, gas might be sold to any new indus- 
trial unit, malls, offices, vehicles or 
homes. Indian gas sector would further 
need policies and regulations, which 
would lure further direct and foreign in- 
vestments into the sector. As India 
joins the select hub of nations that are 
investing in environment-friendly fuels, 
government has to further make efforts 
to push forward policy measures that 
are conductive for a shift towards an 
environment-friendly fuel economy.m 
- Y Bala Bharathi and G P Mrudhula 
Reference # 01 M-2009-08-19-01 
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Hyundai Motor 


Turning the Corner 





While automakers across the globe are faltering amidst global recession, 
South Korea’s Hyundai Motor is moving up the fast lane, thanks to its 
aggressive marketing strategies and increased focus on improving quality. 





t a time when the American au- 
tomobile industry 18 а 
hambles, South Korean auto 
major Hyundai Motor seems to be gain- 
ing in pace with deft marketing strate- 
gies and broad-based initiatives to im- 
prove quality. It is smartly using the 
difficult industry situation as a good op- 
portunity to enter into the league of big 
auto makers in the world. Aided by its 
inherent strength of strong lineup of 
small cars, weak won and strong mar- 
keting push, Hyundai has emerged as a 
winner during these times of industry 
slump. 

In 2008—an unkind year for the 
automakers—Hyundai’s global unit 
sales went up by 2%, pushing its rev- 
enues up by 5%. In the first quarter of 
2009, Hyundai's global market share 
rose to 4.796, compared to 446 a year ear- 
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lier. And importantly, through its ag- 
gressive marketing drive, Hyundai has 
been able to make strong inroads into 
the major auto markets in the world. In 
US, the world's biggest auto market, its 
market share increased to 4.396 in the 
first half of this year, against 3.1% a 
year earlier. In cther big markets, such 
as China and the European Union, 
Hyundai's market share rose to 7.3% 
(from 5.3%) and to 2.3% гота 1.7%), in 
the first five months of 2009. 


Making amends 

The Hyundai Motor Company is the 
world’s fifth largest automaker in 
terms of units sold per year and is one of 
the Big Asian Four, along with Toyota, 
Honda and Nissan. Hyundai first 
started exporting its car Excel to US in 
1986. Initially, it was a hit—Excel was 


nominated as ‘Best Product 10° by the 
prestigious Fortune magazine, largely 
because of its affordability. But Excel’s 
glitches soon came to the fore and cost- 
cutting measures caused reliability to 
suffer. And, with an alarming 
reputational hazard, Hyundai sales 
nose-dived and many dealers either 
earned their profits on repairs or aban- 
doned the product. In a bid to make 
amends, in the 1990s, Hyundai at- 
tempted to introduce a range of high- 
priced vehicles into the US market, but 
could see little success as the company 
was still haunted by reputational prob- 
lems. 

Whatsoever, as opined by some ex- 
perts, the 1997 Asian financial crisis 
sowed the seeds of Hyundai’s recent 
success. In the aftermath of the crisis, 
Hyundai's rival Daewoo went into bank- 
ruptcy and Hyundai acquired another 
rival, Kia Motors. The takeover of Kia 
Motors and weakening of won proved to 
be immensely beneficial to Hyundai, аз 
the company emerged from the crisis 
with new vigor to address its problems. 
In 1998, Hyundai began to purge its im- 
age in a bid to establish itself as a 
world-class brand. Hyundai's erstwhile 
parent company Hyundai Group in- 
vested heavily in the quality, design, 
manufacturing, and long-term research 
of its vehicles. In 2000, the company es- 
tablished a strategic alliance with 
DaimlerChrysler and severed its part- 
nership with the Hyundai Group. 

Whatsoever, since then, to overcome 
its reputational hurdles, the company 
has gone for an aggressive marketing 
drive. It launched a 10-year, 100,000- 
mile (160,000 km) warranty to cars sold 
in the US. It was well above the indus- 
try standard of three-year, 30,000-mile 
(48,000 km) warranty program, and it 
essentially guaranteed the car its en- 
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“What is most remarkable about Hyundai is their most remarkable perseverance in 


pursuing market niches." 


Amidst tight situation for the automakers across the globe, South Korean 
auto major, Hyundai Motor has been able to produce a good show. How do 
you see this performance of Hyundai? 

The current performance of Hyundai Motor is highly impres- 
sive. Just look at one key indicator: the financial value of its 
Hyundai brand. In 2007, Interbrand and BusinessWeek ranked 
Hyundai at 72", i.e., in top 100, which translates to a $4.5 bn 
brand valuation. We must realize that this enhanced brand 
valuation is achieved simultaneously with Hyundai Motor 
Company growing to become now the world's fifth largest 
automaker. 

I see the roots of Hyundai’s success to have much deeper 
roots than its transformation in post-1997 Asian financial 
crisis. A bit of recent history: founded in 1947 as an engineer- 
ing and construction entity and run in top-down Confucian 
style by Chung, the name of the company in Korean means 
‘modern times’. Implicitly, from the beginning the corporate 
culture is focused on modernity, yet managed in Eastern, Соп- 
fucian approaches. 

It grew to be, in Korea, the most massive conglomerate or 
Jaebeol. If there is anything to explain the success of Hyundai, 
you cannot ignore a very real fundamental factor of the im- 
pacts of scale on performance. To illustrate, Hyundai operates 
the world’s largest integrated automobile manufacturing fa- 
cility in Ulsan, Korea. Just imagine its manufacturing capa- 
bility: 1.6 million units per year. 

By International Organization of Motor Vehicle Manufac- 
turers, OICA production statistics, India as an entire country 
manufactured, in 2008, only 1,829,677 cars. It is equally use- 


ful for the reader to know that Hyundai Heavy Industries is 
the world's largest shipbuilder. So clearly, you may argue the 
vision for Hyundai is to become world's top (largest) manufac- 
turer of what moves on land as well as the sea. 

Yet such a scale of operations can only be profitably man- 
aged if there is equally strong customer demand. Whilst ana- 
lytically we may attribute successful performance of Hyundai 
to size, the other explanation has to be a relentless focus on , 
customer. ES 

Indeed, the logo of Hyundai reflects a handshake: one of 
corporate Hyundai, and the other of the customer. Since fixed 
costs are drastically reduced by scaled up operations, 
Hyundai tries to deliver low-cost to customers via the size of 
its manufacturing operations. But in order to reach where 
Hyundai is today, the company transforms herself to compete 
much more than just price. 

Itisgradually expanding its market across the globe, particularly in US, 
where it had been historically marred by reputational crisis. Do you 
thinkthat Hyundai has been able to refurbish its stained image? 

At one time in the US, Hyundai, following the introduction of 
the single Hyundai Excel model (1986), was seen widely by 
Americans as a joke: “Hope You Understand Nothing's 
Driveable and Inexpensive." But that is all history. Now, al- 
most a quarter of century later, Hyundai has its image and 
standing so dramatically transformed: in 2009, Hyundai Gen- 
esis had won the North American Car of the Year Award. By 
this win, Hyundai may be said to have clearly demonstrated 
the promise, if not superiority, of Confucian management, Ko- 
rean style. 


tire expected working life. Though the 
move was risky, it was a powerful impe- 
tus to improve quality and to shrug off 
its disdainful past, maligned by an im- 
age crisis. These smart moves paid off 
well and helped Hyundai make a major 
leap forward. It is now one ofthe top 100 
most valuable brands worldwide. 
Hyundai Sonata was selected to be the 
official taxicab during the Beijing 
Olympies 2008 and the company has 
been more successful than some of its 
Japanese competitors in gaining mar- 
ket share in China and India. And, this 
vear, Hyundai's Genesis was named 
2009 Car of the Year by independent 
automotive journalists at the North 
American International Auto Show in 
Detroit. 
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Things could not have been better 
for Hyundai. In January, Hyundai at- 
tracted attention in the US, as consum- 
ers were reeling under the collapse of 
the housing and stock market prices 
and growing fears of unemployment by 
introducing Hyundai Assurance Pro- 
gram, which allows buyers to return 
their vehicles if they lose their jobs 
within one year of purchase date. This 
Hyundai Assurance Program was a 
marketing masterstroke. John Zhang, 
Marketing Professor at Wharton Uni- 
versity, comments that the company’s 
US customers, who tend to buy cars at 
lower price points, may be more affected 
by the recession than other customers. 
“Economic uncertainty and layoff 
threats will certainly make customers 


think twice before they purchase a new 
car. Hyundai’s offer will convince those 
on the fence to jump over now.” And, 
more importantly, the program is likely 
to generate strong goodwill towards the 
company. 

In a very recent marketing push, the 
Korean automaker has launched a 
summer promotion scheme that offers 
buyers of its vehicles one year's worth of 
gas at $1.49 per gallon. Experts opine 
that all these schemes are geared up to 
differentiate the firm from its competi- 
tors and also to raise its market share. 
Not only these, the company is now tak- 
ing a lead in adopting new, tougher envi 
ronmental standards for the industry— 
it has been the first automaker in the 
world to sell first LPG hybrid cars in the 


| Chartered Financial Analyst 


Hyundai Motor 





The so well-known, even ugly episodes in Hyundai USA of 

\the Korean top boss ritually booting out American CEOs high- 

flight the sharp contrasts in culture. Stark differences are in 

the Korean Managing-In-Detail (M-I-D), a pervasiveness of 
relentless ‘do-or/and-die’ mentality and blind obedience. 

As an Adjunct Professor at Woo Sung University’s 
Solbridge International Business School, Daejeon Korean, 1 
was impressed with Koreans staying rooted in Confucianism 
yet winning in modern times. It is so different from 
Singapore’s adapting of Western approaches. 

How do you see the marketing strategies adopted by Hyundai? Do you 
think that these marketing strategies will pay off in the long run? 
What is most remarkable about Hyundai is their most remark- 
able perseverance in pursuing market niches. Chung personally 
) insisted on Hyundai American upscaling and winning market 
shares in the niche luxury cars segment. This, alas, they have just 
only achieved, but it is only after such long sustained efforts. He 
knew that with Indian and Chinese automakers eyeing the US 
market, Hyundai could not continue on surviving just on com- 
pacts alone. So Hyundai just had to upmarket and they did. 
With the very recent success, one can expect Hyundai to 
work relentlessly towards anchoring the H luxurious ‘Sedans’ 
in the minds of their American consumers. Their most remark- 
able win is for their luxury car, Hyundai Genesis winning the 
US Insurance Institute for Highway Safety’s ‘Top Safety 
Award’. From here on, can Hyundai keep on winning? Yes, in the 
near future, as Hyundai will very likely propel ahead in narrow- 
ing down other performance gaps. Taking their recent win as a 
beach-head, Koreans in their Confucian approaches will con- 
solidate themselves. Then they will move a notch higher. 

Moreover, the others ahead of Hyundai are Japanese com- 

petitors: Toyota, Honda and Nissan. Competitors that Koreans 
already know so well, as Japan, besides being neighbors, had 
been their colonial masters once. However, it is very difficult to 
‘say what it would be like in the long run. 


How do you see the future of Hyundai? 

It all depends. As I respond to this interview, North Korea had 
deliberately launched seven missiles on US Independence 
Day. I cannot imagine Hyundai Motor remaining unscathed if 
a major conflict erupts in the Korean peninsula. Conversely, 
imagine what a powerhouse a united Korea republic can be- 
come! So the future of Korea is still very dependent on how the 
conflict is going to be resolved. 

Crystal balling Hyundai is not possible without know- 
ing something more about the Korean culture. I became 
deeply interested in Korean culture after I witnessed the 
sharp turnaround of Samsung. How the company had suc- 
cessfully transformed itself just like Hyundai. The Asian 
financial crisis became a catalyst for Koreans to bravely 
break away from their past pattern of market behavior. 
Koreans are at their best when they are fighting for survival 
or to be number one. 

What then are the roots to Hyundai’s emerging superiority 
in automobile industry? I believe in the role of inspirational 
models: CEOs looking back to own history for successful ex- 
amples. In my research across history for Sun Tzu’s “a hun- 
dred battles, a hundred victories”, one person stood out. 

And he is Korean: Admiral Yi Sun Sin (1545-1598) who 
invented the ‘Turtle Ship’. Imagine his victory through focused, 
niche strategy: Admiral Yi’s 13 vessels repelling the Japanese 
invading fleet of 330. In Korea, he is an immortal hero. 

Now for Chung if so inspired, his ambition must surely be 
to lead Hyundai into overtaking the Japanese automakers. 
That feat, if achieved, will be equal to what Admiral Yi had 
done, some four centuries ago. It is a different battleground, 
but still the same competitors. The outcome of the supremacy 
in automobile warfare is for you to predict. 

*Honorary Chair of Competitive Strategy, 


University of St Andrews, Scotland and Associate Professor, 
NTU School of Mechanical & Aerospace Engineering, Singapore. 


world. Hyundai is not afraid to spend 
money to reap benefits down the line. 
Hyundai is now biting the bullet and 
investing a lot in research and develop- 
ment, green cars and advertising, while 
keeping an ever-vigilant eye on improv- 
ing quality. 


No ‘assured’ future? 
For Hyundai Motor, as of now, things 
are going nicely. It has been accorded 
top marks in a US quality survey, its 
sales jumped even in a plunging global 
market, and even its share prices have 
crossed past its pre-crisis levels. These 
pare no mean achievements for а 
carmaker long seen as a distant second 
to Japan’s car makers. Now, Hyundai is 
giving Toyota, Honda and Nissan a run 
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for their money as drastic quality im- 
provements have helped Hyundai refur- 
bish its lost image. 

Whatsoever, raising market share 
with incentives and discounts is easy, 
but maintaining it is the difficult task 
ahead for Hyundai Motor. To build on 
those gains, Hyundai has to enhance 
its brand value. It is its biggest chal- 
lenge. Moreover, the company’s depen- 
dence on incentives and bulk fleet 
sales are hurting resale value, which 
matters to US consumers who tend to 
change cars relatively quickly. Many 
analysts have opined that Hyundai 
had lucked out with a weaker won, 
which made South Korean exports 
cheaper, providing it with necessary 
premium to splash on marketing. 


However, the won has rebounded 26%, 
after hitting an 11-уеаг low against 
the dollar in early March, somewhat 
dispelling the charges. 

Despite all these challenges, the 
momentum is ripe for Hyundai. It is go- 
ing to dish out five new cars by 2011, 
including its first full hybrid for North 
America, which is likely to create huge 
marketing buzz and showroom traffic. 
The growing sales in China and India 
have come at the right time. Given all 
these, it may not be an unassured fu- 
ture for Hyundai, as the “company is 
doing many things right,” as an analyst 
said.a 


_ Y Bala Bharathi and Sanjoy De 
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Budget 2009 





very year, the presentation of 

Budget is a much-anticipated event 
for Indians. It indeed is a bag of mixed 
feelings—anticipation, excitement and 
trepidation; and this year, it was even 
more so. For, India Inc. was looking for- 
ward to a fresh start on the reforms front 
from a government that has been 
decoupled from the Left forces by the re- 
cent elections. Given the global economic 
downturn, the nation as a whole was also 
expecting fiscal ‘stimulus’ for economic 
growth in a big way. 

Against this background, as the 
Union Finance Minister presented his 
Budget on July 6, saying, “The Congress- 
led UPA government has come back to 
power with a renewed mandate...a man- 
date for inclusive growth and equitable 
development,” and proposing increased 
spending under several populist schemes 
meant for elevating common тап-- 
spending under Bharat Nirman up by 
45%, allocation under National Rural 
Employment Guarantee Act up by 144%, 
spending under Indira Awaas Yojana up 
by 63%, rural health up by 17%, and mr 
nority welfare up by 74%, besides а 13% 
increase in spending to provide stimulus 
to economy, which cumulatively rises fis- 
cal deficit to 6.8% of GDP with a proposal 
to borrow a whopping Rs 4,01,000 cr, 
while leaving untouched the important is- 
sues such as how to tackle fiscal deficit 
and decontrolling petroleum prices—pre- 
dictably the Sensex tanked by almost 6%, 
perhaps, a routine reaction of the market 
to the non-fulfillment of its expectations. 

However, in its drone, everyone ap- 
pears to have overlooked two of finance 
minister’s most important announce- 
ments: one, regarding his government's 
sincere desire to introduce National 
Food Security Act that entitles "every 
family living below poverty line in rural 
or urban areas...to 25 kilos of rice or 
wheat per month at Rs 3 a kilo”; and two, 
setting up of the Unique Identification 
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Authority of India (UIDAD to improve 
governance with regard to delivering of 
public services. 

It is no mean reform—indeed, guar- 
anteeing food as a legal entitlement is a 
big reform. Of course, social activists 
may argue that mere access to cheap food 
grains does not constitute good nutrition. 
True, as the social activists demand, for 
a minimum acceptable level of standard 
of living, a nation must provide legal en- 
titlement to a basket consisting of many 
essential commedities and services, par- 
ticularly in the light of the estimated 
malnutrition in children below three 
years being as high as 45.9% (National 
Family Health Survey, 2005-06). 

However, looking at the ground reali- 
ties——the incidence of poverty, estimated 
on the basis of minimum consumption 
expenditure on an intake equivalent to 
an average energy adequacy of 2,400 and 
2 100 kilo calories in rural and urban ar- 
eas, stood at 27.5% in 2004-05 at the all- 
India level, 1.9% of the households suffer 
from hunger (NSSO data)—even making 
food grains available, as a first step, is a 
great boon to aam admi. 

That said, the proposed scheme faces 
the biggest challenge of designing an effi- 
cient delivery mechanism. Our experi- 
ences with the existing Public Distribu- 
tion System (PDS) and the dodgy prac- 
tices associated with it are not all that 
encouraging. Next, it is eommonsensical 
that people from BPL families cannot af- 
ford to buy the entire entitlement per 
month in one stroke. Secondly, PDS out- 
lets are not that easily accessible across 
the geography. Thirdly, BPL families that 
are known to migrate frequently from 
place to place in search of employment 
will be deprived of their ration by fixed 
allocations to a particular PDS outlet. 

To obviate these challenges, to keep 
the cost of delivery reasonable and to 
make the scheme successful, issuance of 
food coupons to the identified beneficia- 


Securing Food for Every Indian 


ries is an efficient option. Such coupons 
simply empower the beneficiary to de- 
mand quality grain. It also enables him 
to choose the nearest retail outlet to his 
place of work. Inefficiencies in terms of 
political interference and bureaucratic 
maladies can also be eliminated. The re- | 
tail outlets can, in turn, claim their reim- 
bursement in cash, which includes the 
difference in the coupon price and the pre- 
announced market price, from the near- 
est government office. 

Over and above all this, the identifica- 
tion of BPL families is in itself a big chal- 
lenge. The estimates of state governments 
and the central government seldom agree 
with each other. Secondly, the available 
data about BPL families is old. So, there is 
a need for conducting a scientific survey for 
exact data and its constant monitoring for 
maintaining its accuracy. It is in this con- 
text that the proposed UIDAI—online da- 
tabase with identity and biometric details 
of Indian residents—comes handy in en- 
suring efficient governance in delivering 
food grains to the intended beneficiaries. 

The last and the only big question is 
how to fund the scheme. Unfortunately, 
the government is silent on this. But the 
Finance Minister who quoted Gandhi— 
“Democracy is the art and science of 
mobilizing...resources of various sections 
of the people in the service of the common 
good of all"—must locate sufficient funds 
and implement the scheme along with 
the NREGA to create millions of jobs 
both in rural and urban areas to ensure 
inclusive development. Such growth 
alone guarantees the much-needed ‘so- 
cial cohesion’ and internal peace, besides 
adding to the overall ‘buying power’ of 
India to become an affluent society 
through sustainable economic growth 
over a long period. The scheme thus de- 
serves kudos and support from all for its 
successful implementation.m 

— GRK Murty 
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LAUNCH OF TAMIL VERSION OF TAMIL 
NADU TOURISM WEBSITE 


Dr. V Irai Anbu, IAS, Secretary to 

Government, Department of Tourism & 
Culture and Chairman, ТТОС launched the 
Tamil version of the Tamil Nadu Tourism website 

on April 8, 2009 at the Tamil Nadu Tourism 

Complex. He said that around seventy thousand 
people visit TTDC's website every month and 
the introduction of the website in Tamil would 
benefit Tamils in other countries. Dr. M. 
Rajaram, IAS, Commissioner of Tourism and 
Managing Director, TTDC, stated that TTDC 
would soon launch the website in other 
languages. 


SPECIAL TRAINING CAMP AT 
MAMALLAPURAM TO EQUIP TOURIST 
GUIDES 


Tamil Nadu Tourism organised an interactive 
training session for all the local tourist guides 
of Mamallapuram on April 6, 2009. The 
interactive training was given by Dr. S. 
Swaminathan, retired professor, IIT, New Delhi. 
The purpose of the session was to help local 
tourist guides and others to equip themselves and 
gain more knowledge about heritage 
monument sites so as to provide better service 
to the tourists. Dr. V Irai Anbu, IAS, Secretary 
to Government, Department of Tourism & 
Culture and Chairman, TTDC, Dr. M. 
Rajaram, IAS, Commissioner of Tourism 
AND Managing Director, ТТОС and other 
department officials also participated in the 
training programme. 


ENGLISH LANGUAGE TRAINING FOR 
AUTO DRIVERS IN CHENNAI 


Tamil Nadu Tourism and Stella Maris College, 

Chennai jointly organized an English language 
training programme for tourist- friendly auto 
drivers in Chennai. The training programme 
was organized by Mrs. K. Sundari, HOD, 
Department of Public Relations, Stella Maris 
College. They were also given training in 
cardiac care. 


AWARENESS CAMPAIGN ON ‘HOP-ON, 
HOP-OFF' TOURS FROM CHENNAI TO 
MAMALLAPURAM - CHENNAI CITY TOUR 


To popularize these tours before the summer 
season, Dr. V Irai Anbu, IAS, Secretary to 
Government, Department of Tourism & 
Culture and Chairman, TTDC, Dr. M. 
Rajaram, IAS, Comiissione: of Tourism and 
Managing Director, TTDC and other officials 
interacted with the public at Nehru Park, 








explained the salient features of these two tours, 


Dr. V Irai Anbu, IAS, Secretary to 
Government, Department of Tourism & 
Culture and Chairman, TTDC, officials 
interacted with the Walkers’ Association at 
Thiruvanmiyur Beach near Thiruvalluar Nagar 
on April 17, 2009. The President, Secretary and 
Treasurer of the Walkers’ Association also 
participated and graced the occasion. 


PAINT BALL ADVENTURE SPORTS - 
ISLAND GROUNDS 


TTDC has recently launched Adventure Tourism 
at island grounds as part of public- private 
partnership. As an additional attraction, paint 
ball game was launched by Dr. V Irai Anbu, 
IAS, Secretary to Government, Department 
of Tourism & Culture and Chairman, TTDC 
at Island Grounds on April 3 on association 
with M/s. Rohini Internationals Ltd. Dr. M. 
Rajaram, IAS, Commissioner of Tourism and 
Managing Director, TTDC, M.D., Rohini 
Internationals and tourism officials participated 
in the event.. 


TOURIST- FRIENDLY AUTOS - THIRD 
PHASE 


Thiru М. Suresh Rajan, Hon'ble Minister for 
tourism and Registration flagged off 25 Tourist- 
Friendly Autos in the third phase on June 2, 
2009 at Island Grounds. During the function, 
insurance policy documents and uniforms were 
distributed to the new Tourist- Friendly Auto 
drivers. Dr. V Irai Anbu, IAS, Secretary to 
Government, Department of Tourism & 
Culture and Chairman, TTDC ond Dr. А.С. 
Mohandoss, IAS, Director of Tourism and 
Managing Director, TTDC, participated and 
graced the occasion. 


MEETING THE WALKERS - MARINA 
BEACH, CHENNAI 


The daily walkers and joggers at Marina beach 
were pleasantly surprised by Tamil Nadu 


Poonamallee High Road on April 4 and БОИ» new promotion ave Dr. A. C. 
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Mohandoss, IAS, Director of Tourism and 
Managing Director, ТТОС and other tourism 
officials handed out colorful Tamil Nadu 
Tourism pamphlets and the Hop-on Hop-off 
Tour brochures to the public. 


POONGAVIL POONGATRU (MUSIC IN 
THE PARK) 


The ongoing event ‘Poongavil Poongatru’ 
(music in the Park) was organized jointly by 
the Tourism and Art and Culture Departments. 
So far, it has taken place at Nageswararao 
Park in Mylapore, Thiru V Kalyana Sundaranar 
Park in Shenoy Nagar, the May Day Park in 
Chintadripet and Nehru Park in Poonamallee 
High Road. It will continue to take place every 
Saturday evening in other parks all over the 
city, 

Dr. V lrai Anbu, IAS, Secretary to 
Government, Department of Tourism & 
Culture and Chairman, TTDC and Dr. А.С. 
Mohandoss, IAS, Director of Tourism and 
Managing Director, TTDC, Thiru PA. Mani, 
IFS Commissioner of Arts and Culture 
Department and other officials and staff of 
the Tourism, Art and Culture Departments also 
participated and graced the occasion. 


CYCLE TOURISM LAUNCHED AT ELAGIRI 


Dr. M. Rajaram, IAS, Commissioner of 
Tourism and Managing Director, TTDC , 
launched ‘Cycle Tourism’ on May 2, 2009 ot 
Elagiri to facilitate visiting tourists. Elagiri is the 
fifth city to have ‘Cycle Tourism’ after 
Mamallapuram, Kodaikanal, Yercaud and 
Ooty. 
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G8 Summit 


Photo Op 





G8website/Ansa 


The G8 Summit in L'Aquila is a classic case of symbolism triumphing over 


substance. 





othing could have more pre- 
cisely symbolized the predica- 
ment that the global economy 
finds itself in than the choice of the 
venue for the G8 Summit this year. The 
Italian city of L’Aquila, chosen to host 
the 35% G8 Summit on July 8-10 this 
year, was the scene of a devastating 
earthquake just a few months back, in 
April, claiming the lives of about 300 
people and leaving hundreds and thou- 
sands of people roofless, with about 
20,000 of them still languishing in 
makeshift tents—a harsh reality that 
has earned the place the sobriquet "Tent 
city. L'Aquila could be an inadvertent 
metaphor for the global credit quake 
that has left many a financial institu- 
tion flat and many an economy ravaged. 
With the recent devastations caused by 
the natural and man-made temblors 
providing a surreal backdrop, there was 
much expectation and apprehension in 
the air in the run-up to the summit. 
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From Rambouillet to L'Aquila 
That was understandable, for the sum- 
mit in L'Aquila was billed as ‘unique’ by 
the Italiam Prime Minister 
Berlusconi—unique in terms of the 
number of countries that attended the 
summit this time. Not that G8 was in a 
hurry to add a few more to the existing 
eight. The group originally began as G6, 
comprising the world's major industri- 
alized democracies—the US, the UK, 
West Germany, Japan, France, and 
Italy—which came together in Ram- 
bouillet, in 1975, to form Group of 6 or 
G6, in the wake of the 1973 oil crisis and 
its aftermath. Canada joined the group 
the following year, making it G7. And 
then, in 1994, Russia was allowed to 
hold separate meetings with the G7 
leaders after the annual summit. This 
informal arrangement was called 
G7+1, which continued till 1997 when 
Russia formally jomed the group, mak- 
ing it G8. 


An annual affair among the elite 
group of nations, what was special 
about the G8 Summit in July this year 
was the adoption of an 'expanded for- 
mat' to provide for more informal meet- 
ings between G8 and a few other emerg- | 
ing nations. Accordingly, after the meet- 
ings of the G8 member-nations on the 
first day of the summit on July 8, the 
members were joined by G5 countries 
(comprising Brazil, China, India, 
Mexico, and South Africa) plus Egypt 
(invited specially for the occasion by the 
Italian government) and by three more 
countries (Australia, Indonesia, and 
South Korea) representing the Major 
Economies Forum (MEF) on the second 
day, and by some more countries on the 
third day, including a few African coun- 
tries, taking the number of participat- 
ing countries to 39, which together rep- 
resent 90% of world's economy, to dis- 
cuss such diverse topics as climate 
changes, food security, non-prolifera- 
tion, and counter-terrorism, besides the. 
current global economic crisis. Other 
invitees to the summit included impor- 
tant international organizations such 
as UN, IMF, World Bank, and WTO 
(see Box). 


Zoellick's monition 

Not surprisingly, markets as well as in- 
vestors were eagerly looking forward to 
pronouncements from the global lead- 
ers at the summit on further measures 
to be taken to shore up the foundations 
of the crisis-beaten world economy. The 
pre-summit tone against complacency 
and trade protectionism was set by the 
World Bank President Robert Zoellick a 
few days before the G8 Summit got un- 
derway in L'Aquila. According to a 
Reuters report, in a letter dated July 1; 
which he wrote to Italian Prime Minis- 
ter Berlusconi and copied to all G8 lead- 
ers, Zoellick cautioned that the G8 
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members should not presume that a 
е economic recovery ів near. 

ough the timely interventions by cen- 
tral banks and governments appeared 
to have “broken the fall in the global 
economy,” leading to the stabilization 
of financial markets and boost in de- 
mand, “lylet 2009 remains a dangerous 
year. Recent gains could be reversed 
easily, and the pace of recovery in 2010 
is far from certain,” Zoellick wrote. “I 
recognize that some developed coun- 
tries are now considering a policy mix 
that assumes the recovery is at hand. 
But for the developing world, it is far too 

ly to think of such measures,” said 
Zoellick and stressed that G8 Summit 
should also “focus on the plight of the 
poor in the developing world.” 

Protectionism was another area 
that Zoellick touched upon before the 
summit. Addressing а WTO conference 
in Geneva on July 6, 2008, he warned 
against the increasing drift towards 
protectionism: “High-income countries 
have used subsidies for troubled indus- 
tries, while low-income countries are 
using selective increases in border bar- 
riers. These trends could easily spin out 
of control in the coming months as un- 
employment rises and one country feels 
compelled to respond tit-for-tat to the 
policies of another.” 


Nuts and bolts 
Significantly, the document “Respon- 
sible Leadership for a Sustainable Fu- 
ture," released at the end of the first day 
of the summit, expressed the G8 na- 
tions’ “heartfelt solidarity” with the 
people of L'Aquila, Abruzzo, who were 
affected by the tragic earthquake that 
struck the region on April 6, 2009, and 
then moved on to express their solidar- 
ity with the developing countries, who 
have equally been left battered by the 
financial seism, and promised “to as- 
sist [them] in coping with the impact of 
the crisis, which is having a dispropor- 
tionate impact on the vulnerable in the 
poorest countries." While reaffirming 
the commitments they had made at the 
—,020 London summit in April this year 
‘to take all necessary steps “to support 
demand, restore growth and maintain 
financial stability, including strength- 
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ening financial regulation and Interna- 
tional Financial Institutions (IFIs) and 
maintaining open markets worldwide,” 
the G8 nations also spoke of the need for 
cooperation among key economies, and 
noted in this regard that the 
“Heiligendamm Dialogue Process 
(HDP), a topic-driven dialogue of the G8 
with major emerging economies— 
China, India, Brazil, Mexico and South 
Africa—established in 2007, has 
helped to fulfill this role by serving as a 
platform to develop common under- 
standing and shared responsibility in 
responding to the challenges of the 
world economy concerning investment, 
innovation, development and energy ef- 
ficiency, which will be important for glo- 
bal economic growth going forward.... 
We endorse the resulta achieved until 
now and call for an extension of this dia- 
logue among equals [emphasis added].” 

Summing up the discussion on the 
international economic crisis on the first 
day, Italian Prime Minister Berlusconi 
said that “the worst of the crisis is be- 
hind us now” and that “there are signs of 
improvement everywhere,” and stressed 
on the need “to keep up support for the 
banking system, manufacturing firms 
and the people who have lost their jobs.” 
Berlusconi also added that the G8 had 
made rapid strides towards drafting a 
joint system of rules for the global 
economy, a process that would be contin- 
ued by the Pittsburgh G20. 

The Italian Premier laid it on thick 
at a press conference concluding the 
summit that the assembled world lead- 
ers had sent out an “unambiguous mes- 
sage of confidence and hope to the public” 
in the face of a financial crisis that “has 
now blown itself out,” at least as far as 
its impact on the economy was con- 
cerned. Importantly, they also under- 
lined the need to evolve a code of univer- 
sally accepted and universally applied 
new ground rules—based on the prin- 
ciples of right to own property, the value 
represented by ethics and morality, and 
transparency—and the establishment 
of supervisory bodies and tools to guide 
the global economy. Recalling the stale- 
mate in the Doha trade negotiations, 
Berlusconi stressed the importance of 
free trade for getting out of the crisis and 


G8 Summit 


revealed that the G8 had tasked Pascal 
Lamy, Director ofthe WTO, with conven- 
ing the ministers concerned to arrive at а 
working formula on the subject in the 
Pittsburgh G20 in September 2009. 


Showbiz 
To make a long story short, while the 
L'Aquila summit provided appropriate 
sound bites, it woefully fell short of 
sending any positive signal and confi- 
dence booster to the economies that 
have been still struggling to come to 
grips with the credit crisis. While the 
idea of expanding G8 table to include 
practically every big player from the 
continents is a welcome step, any at- 
tempt to tom-tom it would be seen as 
making a virtue of necessity, for nothing 
of consequence can be discussed today 
without the participation G5 countries 
comprising Brazil, China, India, 
Mexico, and South Africa—a fact that 
has made the irrepressible Luiz Inacio 
Lula da Silva, Brazil’s President, call 
for changes in the G8 format to give the 
emerging economic powers a voice that 
matched their growing economic clout. 
While it is not clear whether G8 will 
expand to evolve into G13 (G8 G5), the 
G8 summits, as they stand today, are 
rich in symbolism but poor in sub- 
stance, and are often seen as lavish at- 
tempts by host-nations at self-promo- 
tion, hke British Prime Minister Tony 
Blair booking Scotland's grandest hotel 
for the summit in 2005 or the Russian 
President Putin giving a face-lift to an 
entire 18" century palace in St. Peters- 
burg for the summit in 2006. 
Berlusconi, however, chose to give the 
latest jamboree an air of austerity by 
hosting it at an active earthquake zone, 
where the world leaders were required 
to sleep in dormitories on site. The re- 
sult? “At one formal function, the eyes of 
a weary Barack Obama glazed over and 
his shoulders slumped. Not just us 
hacks, it seems, were getting by on hard 
mattresses with very little sleep,” 
quips Bridget Kendall, BBC’s diplo- 
matic correspondent. However, the Ital- 
ian version of the summit itself 15 seen 
as an attempt by the beleaguered 
Prime Minister, Berlusconi, 72, to re- 
furbish his image, following media rev- 
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Perspective 





Participants at the L'Aquila 


G8 Summit 2009 





G8 Leaders 

United States — President Barack Obama 

Japan — Prime Minister Taro Aso 

Germany — Chancellor Angela Merkel 

United Kingdom — Prime Minister Gordon Brown 

France — President Nicolas Sarkozy 

Italy — Prime Minister Silvio Berlusconi 

Canada — Prime Minister Stephen Harper 

Russia — President Dmitry Medvedev 

European Union — Prime Minister Fredrik Reinfeldt 

(Sweder/European Union Council) 

e European Union — President Jose Manuel Barroso 
(European Union Commission) 


G5 Leaders 

e China — Dai Bingguo, state councillor, representing 
President Hu Jintao 

India — Prime Minister Manmohan Singh 

Brazil — President Luiz Inacio Lula da Silva 
Mexico — President Felipe Calderon 

South Africa — Prime Minster Jacob Zuma 


Other Leaders 

e Egypt — President Hosni Mubarak 

e Netherlands — Prime Minister Jan Peter Balkenende 
e Spain — Prime Minister Luis Rodriguez Zapatero 
e Turkey — Prime Minister Recep Тауур Erdogan 


Major Economies Forum Leaders 

e Australia — Prime Minister Kevin Rudd 

e Indonesia — President Susilo Bambang Yudhoyono 
e South Korea — President Myung-bak Lee 

e Denmark — Prime Minister Lars Lokke Rasmussen 


African Leaders 

Algeria — President Abdelaziz Bouteflika 

Angola — President Jose Eduardo dos Santos 

Ethiopia (NEPAD Chair) - Prime Minister Meles Zenawi 

Libya (African Union Chair) - Colonel Muammar 

al-Gaddafi 

e Nigeria — President Umaru Yar'Adua 

e Senegal - President Abdoulaye Wade 

e Commission for the African Union (AU) - Chair 
Jean Ping 


Internationa! Organizations 

e International Energy Agency (IEA) — Executive 
Director Nobue Tanaka 

e International Labour Organization (ILO) — Director- 
General Juan Somavia 

e International Monetary Fund (IMF) - Managing 
Director Dominique Strauss-Kahn 

e Organization for Economic Co-operation and Develop- 
ment (OECD) — Secretary General Ange! бита 

e United Nations (UN) — Secretary General Ban K-Moon 

e World Bank — President Robert Zoellick 

e World Trade Organization (WTO) — Director 
General Pascal Lamy 

e Food and Agriculture Organization (FAO) — Director 
General Jacques Diouf 

e International Fund for Agricultural Development 
(IFAD) — President Kanayo Е Nwanze 

e World Food Program (WFP) — Executive Director 
Josette Sheeran 


6.016: 0:76 


Source: www.g8.utoronto.ca 
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elations earlier about his salacious pri- 
vate life. Interestingly, П Giornale, a 
newspaper owned by Berlusconi’s brother 
Paolo, ran a story proclaiming that the 
summit “confirms the centrality of Italy,” 
while gleefully highlighting how Silvio 
(Berlusconi) brought Obama and Libya’s 
Muammar al-Gaddafi together, placing 
them on either side of him at the dinner 
table, which thebroadsheet called a ‘mas- 
terpiece of diplomacy." The icing on the 
cake inevitably came from Berlusconi 
when he bragged, after the summit, that 
certain unnamed leaders had been ‘em- 
barrassingly’ complimentary and told 
him “this was the best G8 ever.” 

Not surprisingly, Loretta Napoleoni, 
a London-based Economist, sees ‘image 
politics’ as the sole purpose of G8: “They 
meet, they kiss, they make declarations. 
In the end, it’s really just a show.” She 
adds, “The G8 is conceived of as an infor- 
mal gathering. it doesn't have the power 
to make any major change." She is ofthe 
view that the latest global financial cri- 
sis has exposed the G8 for what it is: 
"Germany wants an exit strategy now. 
[Britain's Prime Minister] Gordon 
Brown says we have to wait for the crisis 
to be over. So they do nothing. If they re- 
ally want to change the monetary sys- 
tem, they know that they can sit down 
and rewrite Bretton Woods." When this 
is the case, “Why are we spending all this 
money on these summits? Why are we 
building up expectations that are never 
met?" Napoleoni wonders. 


Numbers game 

Thankfully there are eneugh indications 
that some of the G8 members are toying 
with several such ideas—ideas that 
could change the very structure and char- 
acter of what is now called G8. French 
President Nicolas Sarkezy has already 
said that he is in favor of a G14—G8 plus 
G5 plus Egypt. By inviting G5 members 
and Egypt to L'Aquila, Berlusconi has 
also indicated that he is all for a possible 
G14. Then there are calls for disbanding 
the current G8 setup and forming a new 
group comprising the nations that count 
in the changed world order, where coun- 
tries like China, India and Brazil matter 
much more than an incumbent G8 mem- 
ber like Canada. 


However, while it is true that the 
expanded format could go a long way in} 
enhancing the G8 forum's effectiveness, А 
there is always the possibility of 
speeches becoming predictable and the 
meetings ceremonial as the table en- 
larges, as it happened in L'Aquila re- 
cently. Exactly what Canada's Prime 
Minister Stephen Harper suggested in 
an interview with The Globe and Mail 
after the L'Aquila summit: “The more 
exclusive a meeting, the more frank and 
intimate the exchanges. The broader 
the meeting, the more difficult that be- 
comes, the more it becomes the reading 
of pre-scripted speeches." He further 
said, “I think there is room for the G8 
and the necessity of an expanded body 
[but] I think we need to narrow this 
down to a couple of formats, a G8 and a 
more inclusive global forum," and 
added, “We will definitely invite other 
countries, but we haven't quite decided 
the format," referring to the next sum- 
mit to be held in Muskoka, Canada. 

While there is, of course, a modicum 
of truth in what Harper says, his wax- 
ing eloquent on the 'formats' just goes 
to show that G8 is in a midlife crisis, 
caught as it is between its desire to 
maintain its cozy ‘rich club’ identity and 
the necessity to make the arrangement 
inclusive and meaningful in the 
changed world order, where the axis of. 
power no longer lies in Washington, ) 
London, or Paris. Yet, it is difficult to 
say whether mere invites from G8 to se- 
lect nations would suffice. As South 
Africa's former president Thabo Mbeki 
once put it, “We can't be put in a situa- 
tion where we are asked to join in the 
dessert and miss the main meal." 

While there needs to be, as Harper 
avers, a trade-off between inclusiveness 
and dialogue, one thing is for sure: as long 
as G8 continues to be an exclusive and 
elitist group given to unfair and unrepre- 
sentative arrangement, its efforts to “find 
solutions to the main world issues” will be 
mere sound and fury signifying nothing, 
and the G8 Summits will remain an an- 
nual getaway and a photo-op session for 
the G8 leaders and the few lucky, 
invitees.m 

- В Venkatesan lyengar 
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Ш MONETARY MUSINGS 


Monetary Policy Framing 


Criticality of Data 


“Most economies have to contend with 
an uncertain future; here, in India, we 
are having to contend with an uncertain 
past as well. This uncertainty poses a 
challenge for all economic policy, par- 
ticularly for monetary policy,” said D 
Subbarao, Governor, Reserve Bank of 
India. In support of his assertion, the 
Governor, citing the specific example of 
current wholesale price index that is 
used to measure inflation, said that the 
index gives an indication that deflation 
has set in, while the truth is contrary— 
consumer prices are continuing to soar. 
This fact is further vindicated by the 
country's four consumer price indices 
hovering in the range of 9-10%. 

Obviously, such contradictions in vi- 
tal data are sure to make Central 
Bank’s job more complicated. He also 
lamented: “Globally, trends in employ- 
ment are one of the most important in- 
puts for setting monetary policy re- 
sponse. Unfortunately, we do not have 
any reliable nationwide statistics on 
employment.” He also felt that though 
data on factory as well as farm sector 
employment is available, it is useless 
for monetary policy purpose, for it is 
available at poor frequency, that too, 
with a long lag. 

To better appreciate the signifi- 
cance of these lamentations of the cen- 
tral banker and the urgency with which 
corrective steps need to be taken for 
making reliable data available about 
price movement and unemployment 
rate in the country, it is essential to first 
examine what monetary policy is all 
about. Traditionally, monetary policy 
aims at promoting growth, achieving 
full employment, smoothing business 
cycles, averting financial crisis and sta- 
bilizing long-term interest rates and 
real exchange rates. Ideally, it would 
have made greater sense had central 
banks had a single overwhelming objec- 
tive of ‘price stability’. Unfortunately, 
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price stability is not defined by any one 
single macroeconomic indicator, but is 
an outcome of the combined effect of a 
variety of economic phenomenon, such as 
money supply, interest rates, exchange 
rates, growth in economy, and business 
cycles, and hence the concern of monetary 
policy for theseamany issues. 

There are indeed three equilibrium 
processes in the macroeconomy that op- 
erate simultaneously, which are of sig- 
nificance in ensuring price stability. In 
the real market, the level of aggregate 
output changes until it is equal to the 
level of aggregate denrand— producers 
change their output levels to such levels 
where it meets what customers wish to 
buy. In the money market, the level of 
interest rates changes until wealth 
holders are satisfied with the form of 
their wealth, for instance, if investors 
prefer greater degree of liquidity, they 
will sell their assets for money, which 
causes fall in asset prices and rise in 
interest rates, and vice versa. The third 
equilibrium refers to the price level—if 
the demand for output is not equal to 
the quantity produced, changes in 
prices and changes in output take place 
until they are equal. Similarly, the ex- 
change rate is also determined by an 
equilibrium process, provided the cur- 
rency is freely floating. 

Now, the important thing to be re- 
membered here is that each of the three 
equilibrium processes tends to disturb 
each of the other two, for instance, as 
the level of income moves towards its 
equilibrium, it.changes the level of de- 
mand for money, which changes the 
level of interest rates. It also changes 
the level of aggregate demand, which, in 
the event of supply schedule not being 
horizontal, wil! change the price level. 
As the level of interest rates moves to- 
wards its equilibrium, it changes the 
level of investments, which results in a 
multiplied change in income. Here 


again, if supply schedule is not horizon- 
tal, change in income levels results in 
change in price level. 

And, if the general level of prices 
persistently rises, inflation sets in. It 
could be of two types: One, demand-pull 
inflation that results when aggregate 1 
demand is greater than full-employ- 
ment level output; and two, cost-pull in- 
flation under which prices rise due to 
overall rise in business costs. Rising 
prices impact people differently; it is 
the low-income people who suffer mostly 
under any inflation. It is to combat the 
ills of inflation that the central bank of a 
country adopts a tight monetary policy— 
reduces the money supply in the system 
by raising interest rates and restricting 
credit supply. During the times of high 
level of unemployment, a loose monetary 
policy is adopted—money supply is in- 
creased by lowering interest rates to 
stimulate demand in the system. Of 
course, in the context of cost-pull infla- 
tion neither of these monetary policies 
would be useful. 

Inflation is measured as the рег-Й 
centage rate of change of a certain price 
index. In our country, it is calculated us- 
ing wholesale price index that consists 
of 435 commodities by taking prices 
from wholesale market. As it does not 
measure the exact price rise at the con- 
sumer level, it is often argued that India 
too, like the developed countries, should 
switch over to consumer price index to 
calculate inflation. 

That being the whole gamut of inter- 
dependence of macroeconomic equilibria 
and constraints thereof that need to be 
managed by the RBI—for ensuring ‘price- 
stability which starts with manipulation 
of inflation—by drafting appropriate 
monetary policy, the need for knowing the 
past performance of economy with all cer 
tainty hardly needs to be stressed. = 

7 - GRK Murty 
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Ш ARTS & ARTISTS 


Mudraraksasa 


— 


Footprints on the Sands of Time 


A kingdom is a king's paradise, as 
long as he is spared the trouble of run- 
ning it. 


t is an old story, an old historical 

drama, to be precise. But lixe most 
cld stories, it leaves you pondering 
&bout many things—temporal and 
atemporal. As the poet sings: “Laugh- 
ing and crying generations have come/ 
On the beaten sands of time/Cur foot- 
prints too have been/Covered w:th dust/ 
But now..." 

Mudraraksasa (The Minister's 
Seal) ascribed tc Prince Visakhadatta 
(6% century), is a taut politica. drama 
that draws on history for its subject 
matter. The story concerns 
Candragupta, the first Maurya em- 
peror, and his Prime Minister, the leg- 
endary personality Canakya, who made 
him emperor. Canakya, the ascetic, is 
paradoxically the powerful men of af- 
fairs—the practitioner of his cold brand 
of statecraft laid out in his celebrated 
book Arthasastra. The principal archi- 
tect of the great Mauryan emoire, Lis 
concept of statecraft rests on universal 
suspicion kept alive by a network of 
spies and agents. 

Canakya wishes to secure for the 
king the services of the astute end loyal 
Raksasa, minister of a riva! prince 
Malayaketu. Raksasa's loyalty is his 
basic strength—out it is also а weak- 
ness through which he can be van- 
quished. Canakya slowly star:s weav- 
ing the web that will catch his rival. As 
Siddharthaka observes much later in 
the drama, “Canakya’s policy is like the 
course of the Ganges in heaven. There is 
no way of charting it." 

Canakya sends out numeroas secret 
agents who mislead his enemies, break 
up the invading confederacy as its army 
approaches Pataliputra by making 
Malayaketu suspect his allies, and 
make Malayaketu turn against 
Raksasa. It so happens that Raksasa's 
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signet ring, which givesthe play its title, 
slips out of his wife's finger and falls 
into the hands of Canakya's spy. This 
ring bears Raksasa's seal. Canakya 
uses it to seal a forged letter from 
Raksasa to Candragupta reporting the 
supposed plot of the allies. The spies 
arrange for it to be intercepted by 
Malayaketu, who orders his allies to be 
put to death and dismisses Raksasa 
from his service. 

Parallel to this ruthless game of 
plotting and deception, there emerges 
the theme of loyalty. Without loyalty 
there would be no sense of honor and 
idealism in political heroes; and with- 
out idealism it would be difficult to up- 
hold dharma. The message that 
Raksasa sends to Canakya to save his 
friend, who is about to be executed, 
says it all: “In this vile age, joy of evil,/ 
He saved a man with his own life/And 
won such fame as has reduced/King 
Sibi's name to nothingness,/So pure 
his soul that his great deeds/Even out- 
shine the Buddha's works:/And he for 
whom this man of honor/Did turn your 
enemy am 1.” 

A nation, Visakhadatta seems to 
convey, needs men like Raksasa, for he 
exemplifies the principle of loyalty—his 
personal loyalty to his deceased ‘friend’, 
the Nanda king, whom he served as chief 
minister, extends beyond death. 
Canakya’s monologue at the beginning 
of the play underscores this: “Well done, 
Councilor Raksasa, well done, most 
learned tactician, god among states- 
men! For all the world serves a king who 
still has a kingdom, in hope of gain—yes, 
they may even follow him in misfortune, 
if they can hope for his fortunes to return. 
But those who continue to carry the yoke 
of office even when their prince has come 
to grief, motivated only by gratitude for 
old favors in simple unselfish loyalty, 
those like you, are rare indeed! And 
that is the reason why I am trying to 
win you over...” 





After a succession of schemes, 
counterschemes, and subschemes, 
Canakya achieves his purpose; Raksasa 


finally pledges his loyalty to 
Candragupta. No doubt, “As long as 
India could produce Canakyas, her civili- 
zation flourished, defended from aggres- 
sion of the mlecchas [barbarians]. When 
on the other hand, she relied on simple, 
straightforward heroism and chivalry, as 
the ideal, her civilization was gradually 
destroyed by barbarous invaders.” 

Canakya, the man “who burnt the 
house of the Nandas in the fire of his 
fury”, the man who “never acts without? 
reason, even in his dreams,” is never- 
theless a man sans personal ambition. 
His life is simple; he performs Vedic 
rituals in a simple, ancient manner. Af- 
ter seeing Canakya’s modest house, the 
king’s chamberlain reflects: “Oho! Is 
this the splendor in which an imperial 
minister lives? A broken stone to break 
up cowdung cakes;/A mound of sacred 
grass his students brought; /And kin- 
dling sticks laid out to dry that bend/ 
The roof skirts of a cottage near col- 
lapse!” 

Even the ‘misguided rebel’ Raksasa 
cannot but admit to himself: “Yes, there 
is the evil genius, or must I say holy ge- 
nius? Kautilya!” “Mine of all science, as 
of pearls the sea//Whose talents we ig^ 
nore because we grudge them. .."m 

— Nirmala PG 
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Ш ARTS & ARTISTS 


Technical Analysis of Stock Trends 


ombining the thrills of gambling 

and moneymaking (and, equally of- 
ten, money losing), without the social op- 
probrium attached to other forms of 
‘pure’ gambling, stock trading is a matter 
of great fascination for the modern man- 
about-town. Though this moneymaking 
art is not for the down-at-heel rooky, des- 
perately looking for a livelihood, it de- 
ights the practitioner by a combination 
of grey-cell-stimulating challenge with 
an exhilarating gush of adrenalin, apart 
from presenting tempting and tantaliz- 
ing opportunities for making big-time 
money. 

In popular perception, this is an art 
where only the maverick (and often ec- 
centric and reclusive) hunch-players, 
with a rare, almost preternatural, gift 
for uncannily, serendipitously and 
seemingly unerringly making all the 
right calls at the right time, succeed. Of 
course, this is not true. In point of fact, 
many mere mortals do succeed in this 
game. But much of this art, like any 
other art, is 99% perspiration and 1% 
inspiration. 

So how do the winners go about pick- 
Aing the right stocks for investment? 
Look at the company. Analyze its bal- 
ance sheets. Look at the profit-record 
over several years. Look at its future 
plans and their likely impact on the 
company’s profits and growth. Look at 
the management and its competence. 
Look at the prospects for the industry, 
market, competition, technology, etc. 
Pick the best company after a thread- 
bare analysis of its past, present and 
future performance in terms of profit, 
sales, and growth and so on. Right? Well 
not quite. In fact, wrong! 

Such an approach—the fundamen- 
tal analysis—would be quite useful, ar- 
gue the technical analysts, if you are 
trying to buy the company, and not 
- „Merely a few hundreds or thousands of 
tradable equity shares of the company 
for holding for a while and then dispos- 
ing of in the secondary market for a 


| Chartered Financial Analyst | 





A D. Edwards, John Magee and WH.C. Bassetti 
795/- 


Authors — : 

Price : Rs. 795/ 

Pages : 789 

Publisher : Vision Books, New Delhi 


gain. The technical analyst points out 
that it is futile to determine the ‘intrin- 
sic’ value of a stock. The same equity 
share of Tata Steel is bought and sold 
for Rs 460 in March of a year, for Rs 190 
in May the same year, and Rs 650 in 
October, though, during this period, 
there are hardly any material changes 
in the company's operations or manage- 
ment or fundamental strengths and 
weaknesses. 

The ‘true’ value of a stock in the mar- 
ket is a function of the demand for and 
supply of the stock at that point of time. 
"The market fears, guesses and moods, 
rational and irrational, of thousands of 
potential buyers and sellers as well as 
their needs and resources’ determine 
that price. These are better reflected in 
market ‘trends’. To determine whether a 
stock is overpriced or underpriced, and, 
therefore, is likely to appreciate in value 
in the near future or depreciate, a study 
of market trends would be the better 
guide. That is, of course, what technical 
analysis is all about. 

The book under review is a classic 
textbook on the theory and practice of 
technical analysis and its nuances. This 
treatise, first published in 1948, has re- 
mained, with periodic updation, the last 
word on technical analysis, for genera- 


tions. The current reissue of the ninth 
edition of this classic, hailed as "The 
Bible of technical analysis' is a signal 
service to the growing investor commu- 
nity in India, especially the serious 
minded students of professional and suc- 
cessful stock trading. It offers the reader 
practically everything he always wanted 
to know about technical analysis. It has 
been written with extraordinary lucidity 
and clarity for the benefit of the layman 
with some limited, but not adequate, ex- 
posure to stock market investments and 
dealings. 

The book is divided into two conve- 
nient sections. The first part, of about 
350 pages, discusses the technical 
theory in all its ramifications. The 
treatment of the Dow Theory, over sev- 
eral chapters, is particularly extensive 
and detailed. Concepts like revival pat- 
terns, gaps, trend lines, resistance and 
support are all clinically dissected and 
analyzed in this section. 

The second section of about 400 
pages deals quite comprehensively with 
trading ‘tactics’. It details the charac- 
teristics of 'desirable' speculative 
stocks and strategies for the long-term 
investors and short-term traders. Mar- 
gins, short-selling and the nitty-gritty of 
chart patterns and their implications 
are analyzed at length. For the reader 
with a flair for the subject, it is a sump- 
tuous treat, a cornucopia and a virtual 
encyclopedia of technical analysis. 

But make no mistake. With all its 
readability and lucidity, the nearly 800- 
page volume is not your ideal book for 
bedtime reading (even if readers, with no 
flair for trading or interest in its techni- 
calities, may find it soporific). It is an 
authoritative tome for the serious- 
minded trader, who wants to acquire 
depth and thoroughness in the theory 
and practice of technical analysis and its 
nuances.m 


- M Hanumantha Rao 
Former Deputy General Manager, State Bank of India 
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reputed organization. Institutional Selling, Relationship Entire Branch Activities, reporting to 
Exp: 10-15. Location: Saudi Arabia Management. Head Office. 
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Post: General Manager- F & A 
Company: Innsys 
Profile: Knowledge & experience in 
following is required: Cost Accounting, 
Materials Control, Management 
Accounting, Budget preparation and 
Administration, MIS and Management 
Reports etc. 
Exp: 10-15 
Location: Mumbai Suburbs 
P cia innsysjobs@gmail.com 





Post: Manager- Internal Audit 
Company: UNIFI Capital Pvt. Ltd. 
Profile: CA/ CA Intermediate having 
good understanding of the functioning 
of Capital Markets Organization with 3 
years of relevant experience in Internal 
Audit Function. 

Exp: 3-8 

Location: Chennai 

Email: info@unificap.com 


Post: Asst. Vice President- Financial 





Valuation 

Company: R.B.Shah & Associates 

Profile: Experience of Financial 

Reporting Valuations, IFRS and US Gaap 

Purchase Price Allocations, Valuation of 

Intangible Assets, Business Valuation, 

Swap Ratio Analysis, Financial 
Modelling Skills. MBA finance or CA ог 

CFA, comfortable with MS Office. 

Exp: 5-10, Location: Mumbai 

Email: careers@rbsa.in 


Post: Auditor 

Company: Kothari Auditors & 
Accountants 

Profile: Chartered Accountant or Inter 
CA having minimum 3 years experience 
in audit. Knowledge of IAS / IFRS and 
fluency in English a MUST. Candidate 
should preferably be a Bachelor. 

Exp: 3-8, Location: Dubai/ UAE 

Email: careers@kothariauditors.com 
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Post: Internal Audit- Sr. Manager 


Company: Mahajan & Aibara 

Profile: Job requires CAs with atleast 
2-5 yrs of PQE in IA in manufacturing ог 
process companies. 

Exp: 5-10, Location: Mumbai 

Email: vanita@mahajanaibara.com 





Post: Marketing Head 

Company: Career One Solutions India 
Pvt. Ltd. 

Profile: Should have an experience in 


ODIN and should have good contacts in 


broking community in Chennai and 
Hyderabad. 

Exp: 10-12, Location: Chennai 
Email: 
thilakavathy@careeroneindia.com 


Post: Sr. Business Analyst 


port Services (India) Pvt. Ltd. 


Profile: The successful candidate should 


have completed a Bachelor degree or 
equivalent work experience, coupled 
with a minimum of two years of direct 
experience with accounting/front-office 
software and preferably Business Ana- 
lyst experience in a professional fin 
Exp: 5-8, Location: Hyderabad 

Email: india-resumes@flagstonere.bm 


Post: Regional Officer 

Company: Jeevan Rakshak Life Multi 
Services 

Profile: Privious experience in direct 
selling, achieving target and handling 
team. Should be a Post graduate with 
at least 10-15yrs experience. Experience 
in sales or MBA with at least 10-15 yrs 
of experience. 

Exp: 10-15, Location: Agra 

Email: hr@jrims.com 








Company: Flagstone Underwriting Sup- 
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Post: Asst. Vice President- Dealing 
Company: Anand Rathi Financial Ser- 
vices Ltd. 

Profile: Required to acquire new clients 
in dealing, dealing with High Networth 
Clients, giving customized advice to cli- 
ents based on client's need and invest- 
ment approach. 

Exp: 5-10, Location: Mumbai 

Email: hrmumbai@rathi.com 





Post: Head Audit Internal 


Company: Triton Group 

Profile: Will be required to monitor the 
audit work of subordinates, plan the 
Audit schedule sending audit status 
report to Audit committee & Sap 
Knowledge also desired. 

Exp: 10-19, Location: Mumbai 

Email: 
delawyn.dsouza@tritongroup.biz 





Post: Regional Training Manager 


Company: Shriram Fortune Solutions 
Ltd. 

Profile: Training Experience in Financial 
Industry is desired, Sales Person from 
Life Insurance preferred. 

Exp: 5-8, Location: Kolkata 

Email: jobs@shriramfortune.in 


Post: Sr. Financial Analyst 
Company: Oracle India Pvt. Ltd. 

Profile: Qualified Chartered 
Accountant/Cost Accountant with a 
minimum of 2 yrs post qualification ex- 
perience or MBA Finance/ CA Inter/ CWA 
Inter with a minimum of 3-7yrs post 
qualification expereince. 

Exp: 3-8, Location: Bengaluru 

Email: bendita.maisnam@oracle.com 
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Can India Leverage on Zardari's Candidness? 


А: a meeting with retired federal secretaries and bureau- 
crats a couple of weeks back, the President of Pakistan, 
Asif Ali Zardari reportedly said: “Militants and extremists 
emerged on the national scene and challenged the State not 
because the civil bureaucracy was weakened and demoralized 
but because they were deliberately created and nurtured as a 
policy to achieve some short-term tactical objectives.” 

Such candid admission by a civilian authority in Pakistan 
is certainly fraught with the risk of antagonizing its all-power- 
ful military, besides, of course, stirring up a hornets’ nest— 
alienating the right-wing religious zealots farther from the 
mainstream politics—but the fact that it has been made 
clearly establishes the state of its political confidence. And 
interestingly, no ‘denial’ has followed, except, of course, for an 
explanatory attempt. 

Indeed, it is not the first time for Zardari to make such »ut- 
of-the-box statements: he is Pakistan's first head of the state 
to promise а “no-first-nuclear-strike” policy against India He 
also made it plain once that he does not carry any of the old 
ideological baggage, particularly, with re- 
gard to India. 

There is no doubt that the ongoing mili- 
tary action in Swat against Taliban, and 
particularly, the publie support for it, de- 
spite huge displacement of population and 
the accompanying troubles, make one be- 
lieve that whether there is US pressure or 
not, Pakistan has ultimately accepted the 
need for halting further advances of Taliban 
into their country. 

Now, the question is: Would it mean a 
reversal of its past policy and acceptance of 
the fact that the threat to Pakistan is ema- 
nating from within rather than from across the border: No 
definite answer can perhaps be given to this question, for his- 
tory categorically states that when it comes to dealing with 
Pakistan, it is a tad more complex. Even otherwise, weeding 
out extremism is not going to be that easy for Pakistan, par- 
ticularly in view of its deeply entrenched relationship with the 
establishment, that too for this long, and the complexities 
thereof. 

Nonetheless, these remarks make one wonder if the ате 
is ripe for India and Pakistan to cease thinking of themselves 
as ‘enemies’, and instead, as Ashutosh Varshney suggested 
sometime back, to think of themselves as ‘adversaries’, for 
adversaries “can be respected, even admired,” which means 
competing “vigorously to become better than the other’—what 
indeed matters most for the common man on both sides ої the 
'divide—while enemies are destined to get killed. 

There are quite a few other but critical reasons as to why 
India and Pakistan cannot afford to be enemies, the first and 
the most important being: both are suffering from endemic 
poverty. Both are nuclear-armed. Both are suffering fron: one 


98 | August 2009 | 





kind or the other of internal insurgencies. At the same time, 
both are spending huge sums on military buildup. And such 
huge expenditure on defense obviously eats into developmen- 
tal programs. The stakes are thus quite high for both sides. 

However, if peace in the region is to be established and if 
the countries are to focus on growth and prosperity, what is 
required of India is not to issue statements such as what 
India's External Affairs Minister S M Krishna said in 
Rajyasabha: “With the confession from the highest authority 
in Pakistan, India stands vindicated ... I hope hereafter Paki- 
stan will make a determined bid to curb terrorism. It can't be 
fought selectively but has to be combated across the board, 
because those encouraging it can become victims. This is my 
subtle caution to them.” Instead, it must display statesman- 
ship and a well-crafted policy that can strengthen this 
newfound realism in Pakistan and enable the Pakistani lead- 
ership to take it forward, while at the same time not giving a 
chance to its right-wing groups to accuse its leadership of sub- 
mitting itself to the dictates of the Indian Government. 

Also, India must bear in mind what Raja 
Mohan, Professor of South Asian Studies, 
Nanyang Technological University, 
Singapore, said: today, many of our “national 
security and foreign policy priorities come to- 
gether in the Afghanistan-Pakistan region.” 
But post-Mumbai terror attacks, our foreign 
policy approach towards engaging Pakistan 
appears to have acquired a dark edge, as is 
often reflected in the statements of political 
leadership, such as “terror infrastructure has 
to be dismantled” and “perpetrators of terror- 
ism have to be brought to justice," if India has 
to resume talks with Pakistan. 

Sadly, such statements prove how right B Raman, the 
Indian Security Affairs Analyst, is, who, when asked for his 
comments by the India/South Asia Bureau Chief of The 
Straits Times of Singapore, said: ^We have no culture of stra- 
tegic-thinking and laser-sharp analysis based on cruel facts 
and figures. But we have a long-ingrained culture of wishful- 
thinking." A strategic integrated look at all this makes a 
case for India to be “more optimistic and even opportunis: 
tic” in its approach to the Af-Pak region. Indeed, to set the 
log on roll, India must first aim at settling lesser issues like 
Sir Creek dispute. It should even be bold enough to shed its 
known shibboleths and use American weight—the country 
that is currently showing extraordinary interest the Af-Pal 
region—on Pakistan to produce long-term structura 
changes within Pakistan and in its relationship with India 
In any case, India must act to leverage on Zardari's candid 
ness, for its growth prospects are highly dependent on thi 


stability in its neighborhood.s 
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India’s quest for... | 


At the stroke of midnight hour on August 14, 1947 , when India “awakened to life ul 
freedom" from years of suppression, Pandit N ehru, the architect of modern 
India, preparing his fellow citizens to be *brave enough and wise enough" to seize the 
challenge of sudden freedom and its accompanying responsibility, pondered: *The 
future beckons to us. Whither do we go and what shall be our endeavor? To bring 
freedom and opportunity to the common man, to the peasants and workers of India; to 
fight and end poverty and ignorance and disease; to build up a prosperous, democratic 
and progressive nation, and to create social, economic and political institutions which 
will ensure justice and fullness of life to every man and woman." 

This ‘unending quest’ that Pandit Nehru launched 62 years back and navigated for 
the first 17 years assiduously, leaving behind a certain ‘something’ about his mid- 
wifery to the nation’s cause that even to date smells sweet, is still firing the nation’s 
zeal, but one is not sure if we have ended "poverty and ignorance and disease and , 
inequality of opportunity." Nor could the nation wipe out "every tear from every eye," for 
worries continue to haunt rural India, as nearly 200 districts in the country are today 
experiencing drought, and the resultant spike in food prices are throwing their lives 
into disarray. 'Whe government, of course, promised to “do everything possible” to stabi- 
lize the situation, but such event-triggered reactive measures as postponement of 
repayment of bank loans by farmers and granting support to farmers for payment of 
interest on short-term crop loans will not prevent the situation from getting steadily 
worse year by year. 

It is equally sad that the current drought in the country is being dismissed by the 
elite as a phenemenon that cannot impact GDP, for the farmers in drought-affected 
districts contribute hardly 3% to GDP. Can we afford to forget the fact that agricul- 
ture in India “is not a mere food-producing machine,” but also the very backbone of 
the livelihood of over 60% of our population and any letup in it would only lead to 
social unrest—Naxalite movement being one such kind of its manifestation. Even 
after 62 years of independence, it remains an enigma how our civilized society could 
stomach the fact that India is the home of the largest number of poor and malnour- 
ished people in the world and be insensitive to such “mass rural deprivation and 
suffering.” 

This only reminds us of a poet and a professor from Jawaharlal Nehru University, ) 
for whom "Gandhiji's Swaraj is still a distant dream,” for, “we are not yet a nation of 
highly evolved, self-regulating citizens..." and "Antodaya, the welfare of the last citizen 
of India, is still not our priority." Encouragingly, he also sees a ray of hope: *while 
notions of inferierity and mental colonialism still dog us ... our ability to create wealth 
through the application of skills and knowledge is one of our great leaps forward as 
both a nation and a civilization." 

"I can hear the distant roar already" is what a nuclear scientist and cosmologist 
says enthusiastically, foreseeing what India could become in the coming 20 years if 
only it gets liberated itself “from the shackles of ‘don’ts’ but ... plunges into the world of 
‘dos”. It is this duality—the underlying despair and a newfound hope across the na- 
tion—that is telling us subtly that all is not lost; indeed, it echoes: India has come of age 
and can as well become a nation of prosperity if only we pull up ourselves collectively to 
make our governance “transparent and accountable to the citizenry—the common 
people with a common cause of common good.” 

Evidently, it is not enough just to pass acts granting right to education, right to 
employment, or for that matter right to food. What is urgently needed is to act—act on 
these Acts and make things available to the intended citizens. It is only such concerted 
action that would enable India to redeem the pledge that its founding fathers had а 
made at the stroke of the midnight hour in the Constituent Assembly and light up the 
darkness that still encases India. It alone keeps our “unending quest” to “ensure 


justice and fullness of life to every man and woman” on track. 
GRK Murty 
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There’s no peint in pressing the panic button. This country managed the 
century’s worst drought in 1987. We transported drinking water through rail- 
ways. We organized fodder for the cattle. This country has the experience of 
handling the situation. 


- Pranab Mukherjee, Finance Minister, India 


The first challenge going forward is to manage the coordination between 
monetary and fiscal policy.... The second challenge is defining the mandate of 
central banks and reforming the regulatory architecture. 


- D Subbarao, Governor, Reserve Bank of India 


Probably the most important aspect of the government's role in this crisis 
isn't what it has done, but what it hasn't done: unlike the private sector, the 
federal government hasn't slashed spending as its income has fallen. | 


- Paul Krugman, Nobel Prize Winner in Economics 


Twelve months ago most were thrashing the decoupling theory. But today 
Indian banks have made it come true. Foreign banks have retreated into a shell. 
But Indian banks haven't. The problem with the US is that there are multiple 
regulators there. In India, there are fewer regulators. That helps. 


- Chanda Kochhar, MD & CEO, ICICI Bank 


Even as the slowdown across the globe is on way to a turnaround, it will take 
some time for the situation to become normal. Until then, the steel industry is 
likely to report less profit. We should understand the need of the hour and work 
in tandem to overcome the challenging situation. 


- B Muthuraman, MD, Tata Steel 


We can see the positive impact of a rebound in Japanese exports in second 
quarter GDP data. Government stimulus is also having anampact. The recovery 
in domestic demand is likely to continue, so we may see very strong growth in 
the third quarter. 


- Yoshiki Shinke, Senior Economist, Dai-ichi Life Research 


On a medium-term structural basis, India is fine. The eyclical excesses have 
already been unwound. So if I look from the whole region's perspective, you have 
to make a call that the G8 econemies (US, Europe, Japan) aren’t going to come 
back for next 4-5 years. India is probably in the best position, from a macro 
perspective, in the region. 

- Chetan Алуа, Economist for India and South-East Asia, 
Morgan Stanley 


In dealing with the challenge of climate change and environmental degrada- 
tion we face the unfair burden of past mistakes not of our making. However, as 
we go forward in the march of development we have the opportunity not to 
repeat those mistakes. 


- Manmohan Singh, Prime Minister, India 
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Government’s Borrowing Program 


A Fine Balancing Act 


The government has envisioned an 


unprecedented borrowing program at the cost 
of fiscal discretion for this fiscal. The 
underlying notion is to get growth back on track пою 
which will eventually result in huge capital 
flows into the economy, as liquidity chases 
growth. However, there remain some 
downside risks too. 


10 Banning Entry Load 


25 Qualified Institutional 
| Placements 


40 Primary Market 
17 Online Social Networks 


48 Мадеіп China 


54 Soaring Prices 


Chartered Financial Analyst 


36 Dogfight in IT Industry 


6 1 Microfinance 


52 China 


78 Credit Policy 


64 


70 


79 


82 








Air India 


Fighting the Tech Slump 


Svapnavasavadatta 


FTAs 


CHARTERED FINANCIAL ANALYST 


September 2009 7 





US-UBS Deal 
Cracks Swiss 
Banking Secrecy 


In the latest clampdown on 
Switzerland’s tradition of 
banking secrecy, UBS, the 
country’s biggest bank, 
agreed to reveal the informa- 
tion of more than 4,400 
American clients suspected 
by the Internal Revenue Ser- 
vice of using Swiss accounts 
for tax evasion. The deal is a 
part of the Obama 
administration’s stepped-up 
efforts to go after wealthy tax 
dodgers hiding assets in off- 
shore accounts. Indeed, UBS 
had no real choice than turn- 
ing over the names, and the 
deal pierces Switzerland’s 
famed tradition of banking 
secrecy. “This heralds a new 
era in international law en- 
forcement, particularly for 
business, as the Swiss for the 
first time are willing to bend 
their ultra-secret laws re- 
garding bank secrecy,” said 
Anthony Sabino, Professor of 
Law and Business at St. 
John’s University in New 
York. 

UBS has an estimated 
52,000 accounts held by the 
US customers, and hence the 
agreement is expected to 
nudge thousands more UBS 
clients in America to volun- 
tarily divulge their financial 
details to the IRS before it 
starts pursuing them. The 
reason being, since long, the 
IRS has had a policy that 
tax-evaders who voluntarily 
come forward can usually 
avoid jail sentence, provided 
they accept to pay back 
taxes, interest and hefty 
penalties. Thus, the agree- 
ment is a victory for the IRS 
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MARKET NEWS 


and the Justice Department 
in the long-running case 
against UBS, which in Febru- 
ary paid $780 mn and admit- 
ted to criminal wrongdoing in 
selling offshore banking ser- 
vices that enabled tax eva- 
sion. Larger Swiss banks like 
UBS and Credit Suisse have 
curbed banking services for 
wealthy Americans in re- 
sponse to the stepped-up 
scrutiny. 


Ambani Brothers’ 
Gas Tussle Gets 
Fiercer 


Mukesh and Anil Ambani are 
again at loggerheads over a 
gas supply deal that was 
struck in 2005 when the 
Dhirubhai Ambani-founded 
Reliance group was split. The 
master gas sale deed be- 


tween Reliance Industries 
Ltd. and Reliance Natural 
Resources Ltd. (RNRL) af- 
firms that the RNRL is en- 
titled to receive 28 million cu- 
bic meters of gas a day from 
the Krishna-Godavari (KG) 
basin at a price of $2.34 per 
million British thermal unit 
(mBtu) for over 17 years. But 
later, Mukesh did not honor 
the contract on the grounds 
that the Production and Shar- 
ing Contract (PSC) clause in 
the development plan for KG 
basin runs for only 12 years 
ending 2020, so RIL cannot 
ensure supply to RNRL for 17 
years. “Such allocation of gas 
to RNRL for a term of 17 
years is in contravention of 
the gas utilization policy of 
the government,” said RIL. 
However, in June, the 
Bombay High Court ruled in 
favor of RNRL, saying that 
RIL should supply gas to 


RNRL at almost half the, 
price it had set, in an interim 

order. As the government re- 

acted strongly against the 

contending brothers’ stance 

over a national resource, it is 

now left to the Supreme Court 

to decide the future course of 

action. 


China and Australia 
Ink Record Energy : 
Deal | 


As the global economy began 
to recover from its worst ever 
recession, emerging super- 
power China is making ag- 
gressive moves to steer ahead 
in the post recession period. In 
an attempt to power its in- 
dustrialized economy, it has 
inked a deal with Australia 
for a whopping $41 bn, touted 
as the biggest ever trade deal 


Tamilnad Mercantile Bank Ltd. Wins the Financial Express- 
INDIA’s Best Banks-2008 Awards 


Tamilnad Mercantile 
Bank Ltd., a leading Old 
Private sector bank in 
India, headquartered in 
Tuticorin, Tamil Nadu, 
has been awarded the Fi- 
nancial Express—INDIA'S 
BEST BANKS - 2008. The 
leading auditing and pro- 
fessional services firm, the 
Ernst & Young has been 
the knowledge partner to 
the Financial Express in se- 
lecting the India's Best 
Banks — 2008. The Finan- 
cial Express, the leading 


business daily in India, of 


the Express Group, in its 
Survey on INDIA'S BEST 
BANKS - 2008, has 
ranked Tamilnad Mercan- 


tile Bank Ltd. as 
No. 2 among all 
the Old Private 
Sector Banks in 
India. The Finan- £ 
cial Express has 
awarded the 
ranks individu- 
ally for the each 
category of Na- 
tionalized Banks, Old Pri- 
vate Sector Banks, New Pri- 
vate Sector Banks and For- 
eign Banks. The segment- 
wise leader banks have been 
seleeted by the Financial Ex- 
press based on the following 
impertant parameters: prof- 
itability, efficiency, credit 
quality, strength and sound- 
ness, and finally growth. 





The Managing Director and 
Chief Executive Officer of 
Tamiland Mercantile Bank, 
G Nagamal Reddy, received 
the award from Pranab 
Mukerjee, Union Minister of 
Finance, at the grand award 
ceremony arranged by the 
Financial Express on July 25 
at Taj Mahal Palace and 
Towers in Mumbai. 
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Germany and France: Out of Recession 


Giving much respite to the 
analysts, economists, central 
banks, and their own govern- 
ments alike, two big nations 
of Europe, Germany and 
France, moved out of reces- 
sion. Both the economies grew 
by 0.346 quarter-on-quarter in 

| April to June, defying ana- 
А lysts’ estimate, who expected 
the figures to show small con- 
tractions in output for both. 
The first positive signs since 
these two economies fell into 
recession in the first quarter 
of 2008 raised hopes of a 
quicker than expected global 
economic recovery and sent 
the stock markets in Europe 
soaring. 


between the two nations. Un- 
der the agreement, 
ExxonMobil Corp will supply 
2.25 million tons of gas per 
annum for over 20 years from 
‚ the Gorgon LNG gas field lo- 
_4 cated in the northwest coast 
of Australia. Chevron Corp is 
said to be the prime operator 
of the massive Gorgon LNG 
project with over 50% stake, 
while ExxonMobil Corp and 
Royal Dutch Shell Ple each 
own 25% stake in the project. 
While the Sino-Australian 
deal is set to end the tensions 
prevailing between these two 
nations, it promises to create 
upto 6,000 jobs and pump in 
billions of dollars into the 
Australian economy. 

While the deal gives 
China the much-needed en- 
ergy resources to bring its 
‘economy back on track, Aus- 
tralia can enjoy the status of 
being a ‘Global energy super- 
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The revival in these two econo- 
mies has been chiefly driven by 
higher public consumption, 
helped by government subsidies 
for car. In France, an increase in 
exports as well as domestic de- 
mand, thanks to fiscal stimulus 
given by the government, helped 
the economy come out of the re- 
cession. In Germany, though, ex- 
ports declined but less than im- 
ports, so that the overall contri- 
bution of trade was positive. 
And as a whole, during the 
same quarter, the euro area’s 
GDP fell by 0.1%, far less than 
the 2.5% decline in the previous 
quarter. The near stability in 
the euro area was the result of 
an early exit from recession in 


power. Australian Re- 
sources and Energy Minister 
Martin Ferguson, while sign- 
ing the deal in Beijing stated, 
“We are a country built on 
foreign investment and we 
continue to welcome invest- 
ments that develop our re- 
sources for the benefit of all 
Australians,” and further 
added, “PetroChina is an in- 
creasingly important part- 
ner in the Australian LNG 
Industry and I hope the rela- 
tionship will be long and suc- 
cessful.” The deal is poised to 
shrugg off the tensions be- 
tween both the nations in re- 
cent times, following the 
turning down of Chinese ma- 
jor Chinalco’s $19.5 bn bid by 
Australian mining giant Rio 
Tinto as well as the arrest of 
Rio Tinto’s top executive at 
Shanghai for alleged spying. 
Australia has been an im- 
portant provider of China’s 











Germany and France. How- 
ever, still there are worries, 
as the performances of the 
eurozone’s next largest coun- 
tries, Italy and Spain have 
been dull. Italy’s GDP 
slumped by 0.5% in the sec- 
ond quarter, and for Spain it 
shrank by nearly 1% during 
the same period. 


growing demand for natural 
resources. As both nations 
put their discrepancies 
aside, it is business as usual 
with more than two million 
tons of gas set to be shipped 
each year. 


India, ASEAN Ink 
Long-Awaited FTA 


Recently, India inked a his- 
toric Free Trade Agreement 
(FTA) with 10-member re- 
gional grouping ASEAN (As- 
sociation of South East 
Asian Nations), after around 
six years of negotiations. The 
accord, India's first with a 
trade bloc, will cover 11 coun- 
tries with a combined GDP of 
over $2 tn and the combined 
population of nearly 1.6 bil- 
lion. Products from Brunei, 
Cambodia, Indonesia, Laos, 
Malaysia, Myanmar, Philip- 


pines, Thailand, Singapore 
and Vietnam will enter In- 
dian markets and vice versa. 

The agreement will elimi- 
nate tariffs on nearly 4,000 
products such as consumer 
electronics, pharmaceuticals, 
machinery, metals and 
ready-made garments and 
will be implemented from 
January 1, 2010. The two par- 
ties to the agreement expect 
trade between them to rise 
from the current $40 bn to 
$50 bn in 2010. The pact will 
result in elimination of duties 
on about 3,200 products by 
December 2013, while duties 
on the remaining 800 prod- 
ucts will be brought down to 
zero or near zero levels by De- 
cember 2016. Whatsoever, 
the agreement keeps 489 
items out of the scope of tariff 
cuts—these include 300 farm 
products, automobiles and 
certain categories of auto 
parts, machinery, chemicals 
and textile products—and 
duties on ‘sensitive’ farm 
products like palm oil, tea, 
coffee and pepper will be 
brought down to 45-50% over 
10 years. The pact is a strate- 
gic victory for India, which has 
been trying to cement its rela- 
tionship with the region as a 
counterweight to the regional 
blocs in North America and 
Europe. ^The agreement with 
ASEAN is well-balanced and 
is in harmony with India's 
‘Look East’ policy," Com- 
merce and Industry Minister 
Anand Sharma has com- 
mented. Formal negotiations 
on liberalizing services and 
investment, however, are yet 
to begin and the challenge be- 
fore India is to expedite the 
process. m 
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Banning Entry Load 


A Cosmic Change 





In a radical move, the capital market regulator has banned the entry 
load for all mutual fund schemes. The move is likely to change the 
dynamics of the mutual fund industry in India. 


n recent times, capital market 

regulator Sebi has taken a few 

moves to protect the interests of 
the investors, particularly the retail in- 
vestors. In the mutual fund industry 
also, steps have been taken to empower 
investors by bringing in more transpar- 
ency in the loads barne by the investors 
so that they can make informed invest- 
ment decisions. Towards this end, Sebi 
has recently scrapped the entry load for 
all mutual fund schemes and thereby 
made it cheaper for investors to park 
their savings in mutual funds. 

Indeed, entry load is the fee charged 
by the mutual fund houses at a time 
when investors purchase mutual fund 
units. This load is usually meant for 
compensating the distributors of the 
mutual funds. Before Sebi came up with 
this rule, the entry load was capped at 
2.25% of investment—if one investor 
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purchased an MF unit for Rs 100, only 
Rs 97.75 was invested in the fund and 
the major part of the balance Rs 2.25 
was paid to the distributor. Under the 
new guidelines, the entire money 
shelled out by the investor goes to the 
fund. In the new arrangement, the 
upfront commission to the distributor 
is paid by the investor directly, based on 
his judgment of various factors, includ- 
ing the services rendered by the dis- 
tributor. Further, all loads, including 
exit load and Contingent Deferred 
Sales Charge (CDSC) for the scheme, 
have to be maintained in a separate ac- 
count, and this amount is used by the 
Asset Management Companies 
(AMCSs) to pay commissions to the dis- 
tributors and to meet other marketing 
and selling expenses. It has been left to 
the AMCS to credit any surplus in this 
account to the scheme, whenever felt ap- 


propriate. Distributors are required t 
disclose their commission. It is e» 
pected that the introduction of ne 
rules will reduce the cost of transac 
tions, raise the level of transparenc 
and prevent mis-selling by distributor: 

This move by Sebi is likely to alte 
the way the mutual fund business i 
done in India. In fact, the AMCs hav 
already started reorienting themselve 
so as to keep their business intact. Di: 
tributors are working out ways to pri 
vide value-added services so that the 
can demand a fee for advising investor 
on financial goals, instead of just hawl 
ing a product. Above all, Sebi says the 
these measures will help boost inve: 
tors' confidence in mutual fun 
schemes. Now, the investors are free t 
negotiate the fee that they would like t 
give to the agents while investing i 
mutual funds. CB Bhave, Chairman ‹ 
Sebi, stated, “The investor is more in 
portant to the market than the di: 
tributor.” It is also presumed that п 
vestors may be more willing to invest 1 
mutual fund schemes due to the al 
sence of entry load. 


Distributors are the victims 

Distributors who have so far received 
major part of the 2.25% entry load a 
commission from the AMCs, now hav 
to do business without this. This is 
kind of setback to the distributor: 
chiefly to the petty distributors an 
may discourage them from selling пл 
tual funds scheme and sell other proc 
ucts instead which fetch attractive con 
missions. Here, it is noteworthy the 
the agents of life insurance companie 
can virtually get all the initial prem 
ums as their fee; and ULIPs’ (Uni 
Linked Insurance Plans) commissior 
can go up to as much as 20%. Since mo: 
people with investible funds look fc 
some basic advice from agents, th 
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The Sebi move is ill-timed. The regulators sometimes overdo the so-called 
investor protection measures either to project a sense of governance or to 
proclaim introducing regulatory milestones. 

Removal of front-load charges and permitting charging direct fees to 
investor are not substitute actions. 

A distributor's role is not just 'networking' or 'logistics', but requires 
‘selling’ an MF scheme. Unfortunately, the role is not yet tangible enough for 
an investor to make a separate cheque as payment for his fees. 

The Indian Mutual Fund industry is not yet an accepted favorite invest- 
ment mode amoncst the masses, unlike ir the US. The penetration rate in 
India is less than 596. In fact, most senior citizens shy away and treat 
investing in Mutual Fund schemes the same way they look at equity stock 
market investing. The culture has not yet matured significantly beyond Bank 
Fixed deposits or deposits with well-known corporates. Frequent stock 
market collapses have worsened the sentiment, and there has been a sizable 
shift of investments back to bank deposits. 

A brief comparison of Mutual Funds in Incia with that in US is given 
below: 


Comparison of Assets as at End June 2009 
MF Assets US MF Assets India 
$10,010 tn Rs 6.7 tn 


Source: АМН anc The National Association of US Investment Companies 


Distribution of Mutua! Funds therefore entails ‘selling’ of schemes by 
the distributor. Knowledge about schemes 5 pitifully low due to the follow- 
ing reasons: 

• Schemes may de similar between two or more MF houses, but because 
the name of the scheme is not same, the investor may be confused 
about the offerings. 

‚ Branding has not worked for promoting MF schemes. Personal selling 
therefore remains а necessity. 

‚ Brand value for a corporate seems te determine the investment in 
schemes of that Fund House. For example, the trust generated by the 
names such as Sundaram Paribas or Війа Sun Life can be more influen- 
tial for an investor than fund performance per se. Branding does net 
carry beyond that. There seems to be ne impact of brands on individual 
schemes. Hence, if an investor has immense trust in Sundaram group, 
he would invest in schemes of the Mutual Fund even though they are 
rated inferior to other similar schemes cf lesser brand houses. 

* Performances have been so volatile over time that consistency in out- 
performing as a Fund has not been established. A Fund House ranked 
first three years back may be ranked 10^ or 15" today. Hence, the level 
of confidence in a Fund House as such, based only on performance, is 
very low. 

* Stock market booms and collapses have been witnessed in short 
cycles of two to three years with magnitudes that can make or break 
persons depending on the stock marketfor their finances. The credibil- 
ity of MF Houses is therefore low. A well-informed distributor can make 
a significant difference to the investor s knowledge. 

e There have been as many divorces as marriages between foreign part- 
ners and Indian corporates. Kothari and Pioneer started the first Mutual 
Fund in the private sector in 1993 called Kothari Pioneer Mutual Func, 
and now neither Kothari nor Pioneer remains. itis Franklin Templeton. The 
exiting of stakeholders generates a mindset that MFs may not be viable: 
Banning front-end loads will certainly thaw the growth of Mutual Funds. 
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As it is, growth seems to be reaching a plateau, as can be seen below: 


Indian Mutual Fund Industry Growth 





As on Average AUM (Rs/Lakh) ^ Growth over prev. year 
31* Mar-09 4,93,18,941 -0796 

31* Mar-08 5,29,99,670 4996 

31* Mar-07 3,55,01,477 187% 

31* Mar-06 1,23,63,735 NA 


Source: AMFI, Data shown as March 31, 2006 is April 06 data 


The efficiency in performance is an evolution that takes place with 
growth and awareness is one of the most important factors. This has 


happened in the US. 


US — Mutual Fund Fees and Expenses in Basis Points 
Year Stock Funds Bond Funds Money Market Funds 


1980 232 205 99 
2008 99 T5 38 


As can be seen Money market funds are not sensitive to distributor efforts 
and the expense ratio shows hardly any decline, whereas Stock funds and 
Bond funds have sharply declined. But if the decline is forced by banning 
front-end fees, it would boomerang by impacting the growth of the industry. 

Already Government of India's India Post has suspended distribution of 
MF schemes in reaction to the ban on entry-loads. India Post is a national 
distributor operating 210 post offices for marketing MF schemes and in 
2008-09 had sold schemes worth Rs150 cr. This means it would have 
earned Rs 5 cr at least as upfront and trail commission. India Post has 
positioned at every designated Post office qualified personnel who have 
passed AMFI exams and hold certificate. 

Strangely, India Post continues to distribute Franklin Templeton's Build 
India Fund as it expects to get commission from the Fund House under an 
earlier agreement. 

Another distributor who has backed out from distribution is Bajaj Allianz 
Financial Distributors. 

It would be very interesting to study an illustrious fund in the US which 
secures top performance because of cost control and not superior stock 
picking. 

Vanguard's expense ratio is just 0.20% as against the industry average 
of 1.19%. This means on an investment of $100,000 the investor saves 
$990 if he invests in Vanguard instead of other funds. 

Vanguard is the second largest Mutual Fund in the US. Redemptions 
from Vanguard funds were 5096 of the industry average. The fascinating 
principles it operates on are: (i) There are NO distributors. The expense in 
paying commission is entirely saved. (ii) It had extremely low advertising 
expenses and no large-scale salesforce. Vanguard spent only 20 cents out 
of every $100,000 invested for drumming up new business, a fraction of 
industry norms. 

One important reason why we cannot emulate Vanguard is that struc- 
turally Vanguard ‘belongs’ to the investors. Vanguard is owned by its Mutual 
Funds which in turn are owned by the clients. 














- Suresh S 
Managing Director, DMS Financial Services Co. Private 
Ltd., Chennai 
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Banning Entry Load 





INTERVIEW 


m AN Sridhar 


m KVenkitesh" 


“It is believed that banning entry load would significantly change the old way of 


selling mutual fund products in India." 


Recently capital market regulator Sebi announced major measures to 
empower investors through transparency in the payment of commission 
and load structure. How do you see these Sebi moves? 

А М Sridhar: A new chapter is being written in the Indian 
Mutual Fund industry with the scrapping of entry load with 
effect from August 1, 2009. Entry loads are upfront payments 
made by investors along with their investment in a specific 
mutual fund scheme. The entry load paid is passed as com- 
mission to the distributor/agent, either wholly or partly or by 
supplementing further amount, by the Asset Management 
Company (AMC) for the service rendered by him in collecting 
the payment. Sebi announced that the decision to scrap pay- 
ment of entry load by investors emanated from the need to 
empower the investors in deciding the commission paid to 
distributors. This, according to Sebi, would now be in accor- 
dance with the level of service received. This was done to bring 
about more transparency in payment of commissions and to 
provide incentives to investors who invest for long term. It is 
believed that this Sebi promulgation would significantly 
change the old way of selling mutual fund products in India. 

Before analyzing the general impact of the Sebi move, it 
would be better if we analyze why this move was introduced 
at a time when mutual fund industry was growing at a brisk 
pace. 

Before Sebi came up with the rule, mutual funds were 
charging an entry load of around 296 and paying a commission 
of exceeding 246 to their distributors. This meant that AMC 
was paying over and above the entry load from its pocket. This 
fixed entry load structure had an inherent flaw as Sebi would 
have perceived it. While distributors earned a fixed sum on 
mutual funds irrespective of performance, they had an incen- 
tive if they somehow convinced investors to invest in these 


funds. This led to constant churning across schemes and ham- 
pered long-term asset creation, which might have forced Sebi 
to issue this diktat. While some other reasons may be equally 
compelling, this one appears to be the most important one. 
The above said decision is likely to alter the dynamics of 
all involved in the mutual fund industry. The AMC, whose 
predominant collections are through the distributor network, 
would have to re-work strategies going forward. The distribu- 
tor fraternity, who by far has made the maximum noise, 
would have to develop new strategies so as to earn in future. 
The investors too would have to adjust and gain enough exper- 
tise if they have to invest on their own or be willing to pay for 
the service directly. The mutual fund industry growth which 
has been steep till now is likely to dip, albeit temporarily, till 
the entities involved acclimatize themselves to this new envi- 
ronment. 
K Venkitesh: This will make the cost of transactions lesser 
and will improve the transparency too from the end consumer 
or investor standpoint. Indeed a welcome move, and we are 
definitely following the western path. However, the same can 
hit the margins for the distributors and that might result in 
the overall growth of the industry in the short term. But as 
time progresses, all these short-term issues will be resolved 
due to market expansion. 
How are these measures going to impact the investors? 
AN Sridhar: In the new scheme of things, the investor would 
get used to pay ‘fees’ for advice and services, directly, which he 
would be getting from the distributor. Till now, he was forced 
to pay this fee in the form of upfront entry load, irrespective of 
whether the distributor was genuinely providing any advice/ 
service or not. Secondly, in many cases, the fee was almost 
constant, in percentage terms, for big and small investors 


agents should be incentivized. And if 
there are no incentives coming from the 
AMCs, and plenty coming from other di- 
rections, these will point investors to- 
wards the non-MF schemes. In that 
sense, Sebi has indeed placed the mu- 
tual funds in a challenging situation. 
Already some distributors, such as 
Anagram Stock Broking Ltd., have 
shown their eagerness to concentrate on 
selling insurance products. “We are not 
going to sell MFs. For any product to be 
successful, there needs to be an equilib- 
rium between distributor, consumer 
and the regulator. The latest Sebi rul- 
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ing has upset this. Distribution cannot 
happen free,” comments the chief distri- 
bution officer of Anagram. 

Now, we might see the distributors 
craving for more trail commission (trail 
commissions are paid annually to the 
distributors, and this is part of the ex- 
penses fee of the AMC). Besides, many 
distributors are now reorienting them- 
selves to offer valuable services to the 
investors so that they can charge fee for 
their services instead of pushing prod- 
ucts. Some technology companies and 
the mutual funds business grouping, 
the Association of Mutual Funds in 


India or AMFI are launching online 
platforms which will assist the agents 
aggregate data and provide better advi- 
sory services. However, it is imperative 
that the distributors, most of them just 
hawk mutual funds, have to be properly 
trained. They have to have access to data 
and financial tools which will come handy 
to them while offering advices to the cus- 
tomers in meeting the financial goals. In 
this direction, online platforms such as 
Fundsnet, iFast and Njfunds allow finan- 
cial advisors to hook up to an array of ser- 
vices and accordingly offer advices to the 
clients. However, it is warned that if the 
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alike. This upfront cut would have been justifiable had the 
advice given by the agents was appropriate and on the basis 
of financial planning. Unfortunately, most times it was 
merely an earning option for the agents rather than meeting 
the real need (investment objective) of the investors. 

In the new scenario, investors would have to do a bit of 
homework as to identify his desired risk appetite, his desired 
return and be prepared to shell out fees, to get an advice on 
mutual fund investment. Now not only he has to quantify 
what he is willing to pay but also should know which distribu- 
tor would offer the best service. In the process of payment, the 
investors are supposed to negotiate the commission with dis- 
tributors based on their quality of service and price. In search 
of such a distributor who would give him the best service/ 
acvice for his money, over a time period, he would zero in on 
the best distributor/entity. It is also feared that many retail 
investors will not be willing to pay distributors out of their 
own pocket; for survival, this would force AMC’s to step in and 
subsidize distributors for the services they provide investors. 

From the investor point of view, it can therefore be con- 
cluded that the recent Sebi guideline on removing entry load 
on mutual funds is a step in the right direction for the long 
term. It introduces transparency and customers can now de- 
cide what services to pay for or not. In the short run, we could 
see investors shying away from payment of fees and in the 
process also move away from mutual fund investments in 
favor of other avenues where higher commission payment is 
in vogue. This would be a temporary phase when the AMC’s 
would make all efforts to educate investors to invest in mu- 
tual funds as also convey the benefits of mutual fund invest- 
ment vis-a-vis other avenues. 

Meanwhile, Sebi has also announced exit load rules, 
which bars mutual funds from having different exit load 
structures for various classes of investors. This measure is 
also aimed at helping small investors. Lower exit load for big 
investors was a worry for many and was impacting returns of 
small investors. At the same time, big investors might not 
prefer mutual fund investment the way they did in the past. 
K Venkitesh: From the investor standpoint, this is good and 


so there will be only positive impact. However, in tier 2 and 
tier З towns, we might see investor issues unattended, as | 
many distributors might have diversified into selling other A 
than MF products. But this may not happen if the MF vol- 
umes pick up and MF selling becomes a compelling option for 
distributors. 

Market expansion can take a back seat in the short-term 
as distributors will be cautious in expansion. 
Do you think that these Sebi moves would dis-incentivize the distribu- 
tors? How are they bracing up for this change? 
А М Sridhar: Distributors comprise Individual Financial 
Advisors (IFAs), private institutions and public institutions. 
While the last two are mostly fairly big organized setups, the 
first,i.e., the IFAs, are fragmented and many in number. 

All these days, huge business was generated by pushing 1 
the products rather than through genuine advice and sale. · 
This process is likely to change significantly. The following 
days, however, demand that distributors understand that the 
process of business generation involves possessing thorough 
knewledge of the products, the market and the financial envi- 
ronment so that proper advice can be given to investors. It 
also involves setting up required infrastructure without 
which competing with big institutions would be an arduous 
task. However, the small distributors would always carry the 
advantage of personalized door-to-door service, which no in- 
vestor would refuse to accept. 

All these have to be priced by the distributor and a new fee 
model would be evolved only after some time. One problem 
which distributors may face during initial periods is that of 
unwillingness of investors to pay any commission. This is 
because, all these days, distributors were not directly charg- 
ing their customers for recommending a fund. Investors, 
therefore, believe that distributors offered free service. Inves- 
tors were paying entry load, which were routed to the distribu- 
tors as commission. 

K Venkitesh: No doubt, it will have a negative impact on the 
immediate future for the distributors. We will see consolida- 
tion of distributors and use of technology, etc. to reduce the 
infrastructure and transaction cost. Distributors will cer- 


distributors actually turn out to be finan- 
cial advisors, then there is a danger that 
they would marginalize petty investors, 
especially those who are not literate or 
lack the know-how to log on to the direct 


trading platform. 


Onus lies on AMCs 

The business of the AMCs depends 
heavily on the distribution network. 
Th:s ban on entry load has delivered a 
blow to the AMCs, as it might not 
incentivize new distributors from join- 
ing the business. In a major jolt to the 
industry, government-run India Post 
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has suspended distribution of MF 
schemes in reaction to the ban on entry- 
loads. India Post has declared that it 
will not sell MF units until there is clar- 
ity on distribution network. Though, 
India Post does not sell a huge volume of 
MF products, it has huge potential given 
its strong distribution channel,and it is 
definitely a kind of retardation to the 
AMCs, and now they have to carefully 
assess the issue of the distributors so as 
to keep their own business intact. More- 
over, it is feared that many retail inves- 
tors will not be willing to pay distribu- 
tors out of their own pocket. So, for their 


own survival AMCs have to step in and 
subsidize distributors for the services 
they provide the investors. Here, the 
fund houses can use the exit load for bet- 
ter effect. Asset managers can charge 1- 
5% of the investment when one quits the 
funds, and the funds can use only 1% of 
the exit load for marketing expenses. To 
encourage distributors, mutual fund 
houses might end up paying distributor 
incentives through other routes also, 
and may find that costs are escalating. 
But by any means, the fund managers 
need to keep their distribution network 
intact or growing. 
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tainly look at diversifying into other paying retail financial 
products like insurance and FDs. 

What could be the impact of these measures for the industry as a 
whole? 

А М Sridhar: The mutual fund industry has shown stupen- 
dous growth since the first mutual fund ‘Unit Trust of India’ 
was set up in 1964. With Assets Under Management (AUM) 
of Rs 4,17,300 cr as of March 2009, the industry is still small 
when we look at the potential growth of mutual fund industry. 

In India, most mutual fund investments are through ‘in- 
ducement rather than automatic. In other words, the environ- 
ment is such that a majority of investors get guided by infor- 
mation provided by agents, distributors, advertisements, etc. 
more than their own intellect, while deciding their invest- 
ment. It is to be seen how the new environment would influ- 
ence the way investors view professional advice. Without 
doubt the education of the investing masses in the area of 
mutual fund investment is critical to the automatic growth of 
mutual fund industry in India. 

The entry load ban has created maximum hue and cry 
among distributors who have been vociferous in pointing to a 
fact of prevalent huge commissions in the insurance industry, 
especially for Unit Linked Insurance Plans (ULIPs), the clos- 
est substitute of a mutual fund product. While the two prod- 
ucts are different on several counts, since both are marketed 
almost the same way, targeting almost the same class of 
investors, the comparison appears relevant. Indeed, in the 
short run, insurance products would attract significantly 
more money than the mutual funds, owing not only to huge 
commissions available to agents of insurance products, but 
also because of the fact that insurance industry has agents 
almost 30 times the number of mutual fund distributors. A 
recent IRDA regulation to alter the commission structure of 
ULIP and deliberation of increasing the lock in period in ULIP 
might provide a ray of hope for the mutual fund industry. 

The nev; regulations are likely to change the overall inves- 
tor profile in the mutual fund industry. In future, we couid 
expect a large number of long-term investors in a fund than in 
the past. This would give the fund manager more liberty and 
comfort while managing the portfolios. An issue that wouid 
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be answered only by time, going forward, is the mechanism of 
payment of commission by investors to distributors and the 
disclosure made by the latter while collecting applications 
frem the former. Finally, in future, we are likely to witness 
less ‘new’ fund launches and more money and time would be 
spent by the fund houses, on marketing existing good per- 
forming products. 

We know that change is permanent in everyday life. If the 

change brings fruitful results it is well and good, else nature 
plays its part in effecting another change. Definitely, the en- 
try load ban is set to usher in a new era on several fronts in 
this fast growing mutual fund industry. We are confident that 
the new regulations would not only ensure the growth of the 
industry but also the quality of it, in the long run. 
K Venkitesh: A welcome move from the investor standpoint 
and not good from the distributor standpoint in the immedi- , 
ate term. If the market expansion takes place, then it will 
prove that the move is indeed a good one. 


*Fund Manager (Equities), Sahara Mutual Fund, Mumbai 


**N ational Head — Distribution, Geojit Financial Services Ltd., Mumbai 


Investors are the victors 

Despite the strains this move is likely 
to exert on the distributors and the 
AMCs, it is grossly aimed at benefit- 
ting the investors. However, under the 
new rule, investors have to identify 
their desired risk appetite, their de- 
sired return, and be prepared to shell 
out consultation fees to the agents. 
Now not only the investors have to 
quantify what they are willing to pay, 
but also should know which distributor 
would offer the best service. And the 
investors negotiate commission with 
distributors based on their quality of 
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service and price. In this way, they will 
be able to find the distributors who 
would offer them the best service/ad- 
vice for their money. And over a time 
period, they would be able to zero in on 
the qualitatively best distributors. So 
from the investors’ point of view, it can 
therefore be concluded that the recent 
Sebi guideline on removing entry load 
on mutual funds is a step in the right 
direction for the long term. It intro- 
duces transparency, and customers are 
now at liberty to decide on which ser- 
vices to pay for. Though in the short 
run, we could see investors shying 


away from payment of fees and in the 
process also move away from mutual 
fund investments in favor of other av- 
enues, this would be a temporary 
phase and the AMCs would make all 
efforts to educate investors to invest in 
mutual funds as also to convey the ben- 
efits of mutual fund investment vis-a- 
vis other avenues. And in the long run, 
the new regulations would not only en- 
sure the growth of the industry but also 
its quality. = 


– Y Bala Bharathi and Sanjoy De 
Reference # 01M-2009-09-02-01 
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1 Online Social Networks 


Success Sans Profits 
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Despite their surging popularity and soaring membership base, а 
majority of online social networks have struggled to earn a dime for their 


offerings. 





Social networking has become a fun- 
damental part of the global online expe- 
rience. 


- John Burbank 
CEO, Nielsen Online 


I don't think we have the killer best 
way to monetize social networks yet. 

- Sergey Brin 

Founder, Google 


ix years ago, when Friendster be- 

came one of the first few social 

networks to come up on the 
World Wide Web, allowing users to do 
such mundane things like making 
friends, sharing ideas and experiences, 
etc., not many people would have had 
much idea about their potential. How- 
ever, as the entry of MySpace, LinkedIn, 
Facebook, and latter, Twitter, has dem- 
onstrated, they are a powerful tool and 
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are now as inseparable from netizens 
as fish is from water. According to a lat- 
est survey by market research firm 
Nielsen, blogging on social networks is 
the fourth most favorite activity of surf- 
ers online, ahead of e-mailing. Today, 
almost two-thirds of the surfers visit a 
social network or blogging site, and the 
category now accounts for almost 1096 of 
all Internet time spent by them. In fact, 
according to comScore, Facebook alone 
attracted a record number of 77,031 
unique visitors in June 2009, which also 
propelled it to the sixth position, its 
highest ranking so far, among the top 
online social networks for the month. 
Twitter, another fast growing social 
network, drew a little over 20 million 
new visitors during the period; the num- 
ber, though, was slightly disappointing, 
given its tremendous popularity, which 
is still growing. MySpace, another top 


social network—while failing to repea’ 
its strong performance of April 2006 
when it outdid archrival Facebook, add. 
ing close to 71 million unique visitor: 
(vs. Facebook's 67.4 million)—coulc 
still attract 68.4 million new users. 

However, even as these web-basec 
communities continue to grow аб: 
breakneck pace, they have struggled t 
figure out a profitable business model 
Nonetheless, efforts to monetize the 
popular Internet services increasingly 
top the agenda of these sites whose 
main source of revenue generation ге. 
mains advertising. 


Exploring new avenues 
Recently, Facebook, which has over 250 
million active users (those who have re- 
turned to the site in the last 30 days), 
introduced a credit-based purchasing 
model for the gift shop on its site; the 
Social Networking Site (SNS) came 
into limelight when Microsoft took a 
stake of 1.6%, paying a hefty $240 mn in 
November 2007. In this new payment 
system, a member earns 10 credits 
when s/he pays a dollar to Facebook. 
The credits thus earned can be used to 
purchase/send virtual gifts (which are 
nothing but icons) to friends on 
Facebook. The newly-launched virtual 
currency payment service called ‘Pay 
with Facebook’ went live in May and 
currently includes third party applica- 
tions such as GroupCard, Birthday Са]- 
endar, and MouseHunt. Users can buy 
virtual goods with Facebook credits, 
marking a first step towards what could 
become a major new source of revenue 
for the company, said 
insidefacebook.com. Experts estimate 
that the new payment system could 
fetch substantial revenue, million in to- 
tal transaction values, in 2009 alone. 
For instance, Zynga, the largest ap- 
plications developer on Facebook, with 
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“In the end, people will pay for something that is useful and has fundamental value to 





them—they will not pay for somethin 
Has the existing business model of contextual advertising failed to 
garner revenue from the growing user-base of online networking sites 
such as MySpace, Orkut, Facebook and Twitter? 

Levie: These attempts around contextual advertising have 
been moderately successful at best. You can see this in 
Facebook and Twitter—each have undoubtedly built huge 
user-bases and garnered a significant amount of attention, 
even adoration. But neither, yet, has found a successful model 
around contextual ads. Twitter is still trying to figure out 
what is going to engage users at this level without detracting 
from the experience that attracted people in the first place. In 
other words, they are still trying to figure out a business 
model, as is Facebook who is a little bit ahead in the game. 

In the end, people will pay for something that is useful and 
has fundamental value to them—they will not pay for some- 
thing that is just fun and enjoyable to use because, ulti- 
mately, these are not and will not ever be the sole outlets for 
people to stay connected, share experiences and have fun. 
There are so many other things competing for people’s atten- 
tion. 

Aside from impulsive investments here and there, people 
will only pay for something if they really need it on a regular 
basis and they can’t get it from anywhere else. In the grand 
scheme of things, the services you mention don’t have it yet. 
Spielman: The use of click-through ad revenue has been on a 
steady decline throughout social media sites. There are a 
number of reasons for this. Social media allows for the inter- 
action and dialog of the users to form and participate in the 
brand. The control of the ad, in existing business models and 
contextual advertising, is being taken out of the brand and 
put into the hands of user-generated content of the brand. 
Through social networks, blogs, video, and various other so- 
cial media, the primary way the user receives advertiser in- 
formation is shifting from a one way communication (brand 
te consumer) to a multi-user conversation (consumers to con- 
sumers). 

Will the move to monetize online services like ‘credits’ and subscription 
by Facebook complement its growth or drive away the users and how 
de third-party developers benefit by associating with social networking 
sites like Twitter, Facebook, etc.? 

Levie: I don’t think they will drive away users or directly 
complement its growth. From what I’ve read, credits, for ex- 
ample, in which people can earn credits based on links or 
comments they post, will increase engagement from a certain 
group of users—even fervently. But it’s questionable that the 
ability to do something like this alone is a compelling reason 
for someone to join Facebook. 

When it comes te subscriptions, whether it’s to Facebook 
directly or the ability to use services offered on there, again, it 
will only work if there's something people really need or really 
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m Sue Spielman” 


that is just fun.” 


want to do there that they can’t do anywhere else. Whether 
it's sending friends messages, finding new connections, see- 
ing what people are up to, playing games or checking out 
pictures or interesting links—while Facebook is a great 
place to do a lot of this, it isn’t the only place to do this. Once 
you start asking people for money, you better offer some- 
thing that is instantly compelling and useful over the long 
term. 

Spielman: It’s my opinion that subscription fees will not 
provide a substantial revenue stream for no other reason 
than there is not necessarily a loyalty to any particular net- 
work. The users will flock to other services that can provide 
vertically/virtually the same services. As social media move 
towards a portable profile, your login and friends will ac- 
company you to whatever your platform of choice is. The ‘free’ 
concept for content on social networks of the user-base will, 
in my opinion, create resentment among users who are man- 
dated to pay a subscription fee. If the flocks move from net- 
work to network, the subscription model will not work. Third 
party developers, like bSocial Networks, have the potential 
to benefit because they will be a provider of a value-add 
service to the network that has the potential to generate 
revenue for the third party providers, potentially users, and 
the social network platform. If you have an application that 
adds value to your experience as a user that is only available 
on, say, Facebook, LinkedIn, or Twitter, you will be more 
likely to use those networks. If the social network can get a 
portfolio of applications that provide value and aren’t avail- 
able anywhere else, then the user might consider the appli- 
cation worth the subscription fee. 

What lessons can these portals draw from online auction shopping 
portais such as eBay and others? What are the other viable business 
models for such networking portals? 

Levie: The biggest lessons to draw from sites like eBay re- 
volve around security and the ability to offer a service people 
will always need—in eBay’s case, the exchange of goods and 
services. People are always looking to sell something and 
people are always looking to buy something, whether it’s 
something they need or just something they really want. 
And eBay offers people this simple ability in a secure, easy- 
to-use fashion. Its simplicity and how it satisfies such a 
fundamental need is the secret of its success. People will 
always have a reason to come back. 

Networking portals do give people a reason to come back 
—and while they can build huge networks of people that are 
attraeted by wanting to connect to friends near and far and 
make new connections along the way, we can all see that it’s 
not enough. They don’t quite address a need people are will- 
ing to pay for. YouTube is another great example of this—it’s 
fun and easy to use, people can share video content and get 
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hours of entertainment out of watching videos other people 
(һауе put up. But Google still hasn’t found а way to make 
“money on it even using contextual ads that have been wildly 
successful on their search engine. 

Networking portals can’t just be fun and easy to use— 
they need to let people do something they need to do, and in a 
way that's better than anything else out there. 

Spielman: The models are very different, therefore the les- 
sons are only marginally applicable. Online auction shop- 
ping portals are still a one-to-many relationship. One seller, 
many potential buyers. Social networking portals, by their 
nature, are many-to-many relationship. It is a conversation 
that is taking place between many points on the social graph. 
The business model needs to, and will, evolve to take this 
į into consideration. The conversation is built into the busi- 
ness model, and how to monetize the trust relationship that 
exists in the conversation is the key. 

What impact do these communication-exchange portals have on the 
society? What are their pros and cons? 

Levie: Social networking and communication-exchange por- 
tals are great places for people to connect with friends, make 
new ones and share their ideas, emotions and experiences 
with, potentially, a global audience. Like the web has in gen- 
eral, these kinds of sites have given everyone an audience to 
share so many things at such a rapid, instantaneous pace. 
It's great for the world that people can communicate with 
others near and far. 

I think the biggest disadvantage to people's growing reli- 
ance is that it can sometimes take away from people inter- 
acting in more natural, engaging ways—meeting up in per- 
son, talking on the phone and hearing someone's voice. 
There's no substitute for that kind of communication and 
interaction. And while these network portals can help people 
make new connections that they'd want to meet up with in 
` person or talk to on the phone, people can get a little compla- 
cent and rely on these networks as their primary way to keep 
in touch. And if you're not on there and you're not participat- 
ing, everyone—you and your connections—miss out on а lot. 
Spielman: There are many interesting impacts that the so- 
cial networking and social media models are having on soci- 
ety. Sometimes, it is difficult to distinguish the pros from the 
cons because what seems like a pro in one situation is actu- 
ally a con in another. For example, the ability to reach 100s, 
if not 1000s, of potential folks that have a similar interest as 
you can be considered a pro. However, the illusion of an inti- 
mate information exchange, that you actually ‘know’ the per- 
son is a con. The speed and breadth of the ability to exchange 
information is coming at us at a rate unprecedented. The abil- 
ity to keep up with all of it, is an entire task in itself. It is as 
simple as asking yourself, how many people can you realisti- 
cally follow on Twitter until you reach the point when you are 
not getting useful information any longer? Or, it takes so long 
to weed through the timeline feed that you miss most of what 
would be of interest to you. The true answer to this question 
becomes what is the impact of these types of portals on each 
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individual as they make the decision for themselves of how 
valuable the information is to them. If the purpose of these 
exchange portals is for nothing more than a diversion to th« 
individual, then I feel this is a detrimental value to society. I 
the purpose to the individual becomes one of information gath: 
ering and exchanging to broaden their view, then the impact t« 
society will be one of expansion and value. 

Any other comment? 

Levie: Box.net has been fortunate to build a large user-base 
since its founding in 2005—2.5 million users and 50,000 busi- 
nesses to date such as P&G, MTV Networks and the Grammy 
Foundation—and is experiencing huge growth in terms of the 
company personnel, sales revenue and the quality of product, 
despite the challenging economic climate. 

One of the biggest reasons for Box.net's success is that it 
all started from a real need and a real problem, which is, how 
can people access, share and use their content from anywhere 
and on virtually any device? Whether it's for work or play, 
people need to be able to access certain content, whatever it 
is, wherever they are, and we believe that we have built one ol 
the best services for doing exactly that in very simple, power- 
ful ways. 

Going back to an all-new Box we launched earlier this 
year, we have made it easier for people to connect with col- 
leagues and partners in useful and productive ways, much in 
the same way that social networks give people a chance to 
connect. But Box is still very much a content-centric experi- 
ence, and it gives people a vehicle to not only connect, but 
ultimately a place to get things done efficiently so that they 
can enjoy the rest of their lives. 

It satisfies a need—and we have a large and growing 

user-base that is willing and happy to pay for it, which is how 
we have and will sustain our business. 
Spielman: bSocial Networks Inc., (www.bsocial 
networks.com) a company based in the US, specifically ad- 
dresses and is the pioneer in the new business emerging for 
social media with the Market Lodge and related technolo- 
gies. We allow the conversation to take place between con- 
sumer to consumer, business to consumer, or business to 
business within the social media platform while working 
with the trust bond between users. eCommerce is integrated 
into the fabric of the social network, allowing product trans- 
actions to take place based on user-generated content of 
those products, recommendations, and customized personal 
preferences. Businesses interested in white-labeling their 
brands instantly into a social graph can make use of the 
Market Lodge and allow users of the social network to par- 
ticipate in the brand conversation. People trust a product 
recommendation from a friend and value that higher than 
any other type of product information. The new business 
model allows users to generate content for the brands they 
like and allows transactions to happen directly from that 
user-generated content. 


*CEO, Box.net, Inc., Palo Alto, CA, US 
**CEO, bSocialNetworks.com 
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42 million users of its games, is re- 
ported to be nearing annual sales o? 
$100 mn. “Together, developers work- 
ing on Facebook's platform are expected 
to make more than $500 mn this year— 
perhaps more than Facebook itself,” 
commented the Financial Times. In 
July, in yet another attempt at further- 
ing its effort to push e-commerce on its 
site, Facebook said that flower and gift 
retailer 1-800-Flowers has opened a 
Facebook storefront where people can 
purchase and send flowers. While it is 
not yet clear how much profit Facebook 
is going to derive from such tie-ups, the 
SNS has not given up hopes on online 
advertising avenues completely and, in 
fact, is exploring new ways to add zing 
to its ad efforts. For instance, last Au- 
cust, the world’s largest SNS unveiled 
its online instant public poll offering, 
which it calls Engagement Ads, at the 
DAVOS Summit. These targeted ads, 
unlike the click-through-ads which have 
failed to click with users of social net- 
working sites, allow users to participate 
in an online survey, give meaningful 
feedback, become a fan of a brand, etc. 
The initial responses have been quite 
encouraging. For example, in one of the 
polls during the Summit, Facebook us- 
ers were asked what they felt about the 
stimulus package. Of the total 120,000 
users who participated in the real-time 
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poll, a majority (59%) ef respondents 
disapproved of its efficacy, while only 
15% of them said they believed it to be 
effective; the rest of them said they were 
clueless. 

The real-time feedback delighted 
the dignitaries at the World Economic 
Forum. Experts say that instant polls 
could be good for corporate clients which 
may prefer it over something like a 
focus group, which is a long-drawn pro- 
cess. And for those who believed that 
members of such SNSs are only teenag- 
ers and Gen Y who lack seriousness or 
mature thinking, and whose opinion 
may not always add much value on such 
serious issues as global warming or effi- 
cacy of stimulus plans, think again. 
More than 120 million peopie log on to 
Facebook each day, spending a com- 
bined 5 billion minutes a day on the 
site. According to Randi Zuckerberg, Di- 
rector — Global Markets, Facebook, 


$№5$’ Monetization Plans 


Networking Site 


“The vast majority (of Facebook’s mem- 


bers) are not just college students in the : 
US talking about things in their bed- į 


rooms. We are showing how we are a 
serious and insightful community.” The 
SNS is hard-selling itself to potential 
clients through such important exposi- 
tions like the WEF. 


Thinking money 

The site has been creating buzz around 
its insta poll offering for some time now 
and has already drawn some good re- 
sponses from corporates like 
CareerBuilder, a global graduate re- 
cruitment company, which has already 
joined the program, while AT&T, the 
world’s largest telecommunications 
firm, is said to have kept it on a trial 
run. Besides, two other firms, namely, 
retailing major, Sears and T-shirt 
maker, Threadless, already have lim- 
ited e-commerce functionality in their 
Facebook applications, according to the 
FT. The effectiveness of SNSs due to 
their sheer reach is not new, though, for 
marketers. In 2007, for example, 
Facebook, along with MySpace and sev- 
eral other SNSs, ran parallel cam- 
paigns on their sites, which led Cadbury 
to reverse its decision to withdraw the 
popular Wispa chocolate bar and bring 
it back temporarily for some time. How- 


J 


ever, enthused by fans’ responses the , 


company decided to relaunch it again in 
2008. Cadbury which sold 20 million 
bars of the chocolate in seven weeks 
during a limited trial run that year de- 
cided to bring it back permanently. “The 
power of the Internet played such an in- 
trinsic role in the return of a Cadbury 
brand,” spoke a company official. How- 
ever, it is time now to move over those 
initial successes and make a big bang 
push, as costs spiral up and survival be- 
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comes the prime concern amidst cut- 
throat competition. 

Perhaps, moving in that direction is 
MySpace, an early bird in the social 
network space апа Facebook’s 
archrival. Last September, the website 
launched a new offering that allows its 
members to visit artists’ home pages, 
download music, from U2 to Jay-Z and 
Christina Aguilera to Kid Rock, rap su- 
perstar T.I. etc., play streaming videos, 
create their own playlist, etc., all for 
free. The social networking site derives 
its revenue through the ads which it 
places at the bottom of the clips and 
also when a member buys a song 
through iTunes or Windows Media 
Player via a download service created 
by Amazon. The new service called 
MySpace Music was dubbed by the in- 
fluential US weekly Fortune as the 
most significant rollout of a digital- 
music service since Apple’s iTunes. Ac- 
cording to Chris DeWolfe, the then 
MySpace's CEO, the site's new offering 
could generate enough money through 
ad sales, downloads, and eventually 
music-related e-commerce like 
T-shirt and concert ticket sales to put 
the industry back on its feet again, ob- 
served Fortune. This might be a win- 
win situation for both amidst falling 
CD sales and rampant piracy which 
has hit the music industry hard in re- 
cent years; global recorded music sales 
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fell more than 8% to $18.42 bn during 
last year. Though digital music sales, 
which include song downloads, mobile 
music, online subscriptions, etc., grew 
at a healthy rate of 24% to touch $3.78 
bn in 2008, it could not make up for the 
falling compact disc sales. Maybe 
MySpace Music-could offer them a new 
revenue stream to compensate for lost 
CD sales. “We think this has the ability 
to change the economics of the music in- 
dustry and create a revenue stream 
that replaces lost CD sales," Fortune 
quoted DeWolfe as saying. However, 
that might be a case of better said than 
done or so some analysts feel. For in- 
stance, MySpace needs to generate sub- 
stantial revenue through its ads-sup- 
ported offering as it needs to pay to its 
partnering music labels a part of that 
pie each time a user listens to a song on 
its site. According to Fortune, “MySpace 
Music needs te charge $10 for every 
1,000 ad impressions just to break 
even,” That, however, appears to be a 
tall task given the growing competition 
from rival socia. networks. 

Twitter, which has taken the online 
social network arena by storm, creating 
millions of fans m a much shorter span, 
thanks to its revolutionary concept of 
tweeting (short messages), however, 
seems to be worst placed when it comes 
to making money. Its founders have so 
far relied on venture capital money to 
fuel their growth but needs to seriously 
look at ways tc earn profits. Experts 
suggest that the-social network needs to 
think about converting those short mes- 
sages into offermg meaningful and im- 
portantly better insights to market re- 
searchers and consumer product manu- 
facturers. Some experts even advise it to 
generate money by offering targeted ad- 
vertising on the lines of Google. Mobile is 
another area which it could explore with 
marketers to monetize its offerings, 
mainly consumer insight. According to 
Kevin Thau, Director of Mobile Business 
Development, the site is also exploring 
ways to enter iato content deals with 
Television broadcasters like MTV and 
CNN and other media outlets which are 
looking to connect better with their audi- 
ences, mainly youngsters, by being inter- 
active. 


Not many alternatives, though 
While most of the ideas remain on the ' 
drawing board and are yet to be tested, 
not many experts are hopeful of moneti- 
zation plans of some of these top sites, 
as they fear that such efforts could 
prove to be distracting for their audi- 
ences which may flock to other social 
networks. This is not unfounded though, 
given the fact that a typical social net- 
work user is more interested in ex- 
changing views and ideas with friends 
and knowing what others in his or her 
circle are doing, a fact that is clearly evi- 
denced by the low click-through-rates . 
these social networks register. Accord- Á 
ing to a study by the research firm IDC 
that was released last November, as 
against the traditional online ads 
where 79% of all users clicked on at 
least one ad in the past year, the figure 
was only 57% for SNS users. Further, 
their conversion rate (into purchases) is 
equally pathetic: 11% on SNS vs. 28% 
on traditional websites, IDC study 
highlighted. "The thinking has been 
that the popularity of SNS will attract 
a big audience and generate a lot of traf- 
fic, which in turn will produce enormous 
amounts of User-Generated Content 
(UGO) and therefore advertising inven- 
tory—without any expenses for edito- 
rial staff or content distribution deals," 
said Karsten Weide, Program Director, 
Digital Marketplace: Media and Adver- 
tising. "All of the above has proven true 
—except that almost invariably, SNS 
have had a hard time selling this inven- 
tory," he added. It is not surprising then 
that advertisers are not drooling over 
such potential opportunities as pro- 
jected by these SNSs which are facing 
tough business environment in the 
wake of the global economic slowdown. 

Besides, users can also raise privacy 
issues and shift loyalty at the click of a 
mouse; it doesn't take much time to do 
so. A case in point is Facebook's Beacon 
service which was launched in Novem- 
ber 2007. Beacon was meant to let 
people share information with their 
friends about things they do on the web. 
However, members became furious af- 4 
ter coming to know that their personal 
information was being notified to their 
friends on Facebook and 44 other part- 
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ner websites without their consent 
through the Beacon program. The users 
| alleged that the service was intrusive 
and a privacy nightmare. A disap- 
pointed Zuckerberg later apologized 
saying, ^We've made a lot of mistakes 
building this feature, but we've made 
even more with how we've handled 
them. We simply did a bad job with this 
release, and I apologize for it,” he added. 
The program was later modified with 
an added option of explicit opt-in. 
Notwithstanding, many experts say 
that the SNSs need to hasten their ef- 
forts to find ways to monetize while re- 
А ducing reliance on VC money and other 
sources of funding, as they see their 
costs spiral while ad revenues are dry- 
ing up. According to an estimate by 
Deloitte, the cost of storing photos and 
videos on sites like Facebook has in- 
creased by more than £70 mn a year, 
Britain’s Telegraph reported. “The book 
value of some social networks may be 
written down and some companies may 
fail altogether if funding dries up,” the 
paper reported Paul Lee, Deloitte Direc- 
tor of research for technology and tele- 
communications, as saying. “Average 
revenue per user for some of the largest 
new media sites is measured in just 
pennies per month, not pounds,” he fur- 
ther added. 
But even as a majority of the SNSs 
A look toward generating ad-based rev- 
enue, some industry observers feel that 
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advertising alone may not hold the key 
to the financial future of SNSs. This is 
given the fact that even subscription 
sites such as Friends Reunited have 
been forced to drop their charges in the 
face of declining member activity, 
writes Rowena Mason in her blog on the 
Telegraph. One idea, she suggests, 
might be to start charging companies, 
but not individuals, for their member- 
ship of social networks, which have 
proved useful grassroots marketing 
tools, she writes. But this in turn, she 
says, poses question of conflict of inter- 
est issue for SNSs, that is, “how to 
handle the clash between the intimacy 
of posting personal details (hobbies, 
sexual orientation, marital status, ap- 
pearance) on the Internet for them to be 
viewed by friends and the idea of com- 
mercial intrusion into this notionally 
private space." This was already high- 
lighted by the controversy surrounding 
Facebook's Beacon program. 

Offering premium services, which 
cater to specific needs of users, may be 
another alternative. In fact, LinkedIn, a 
niche SNS catering to professionals, is 
contemplating similar steps. In boost- 
ing its monetization effort, the site, in 
last June, launched a service called 
DirectAds. LinkedIn is also the world's 
largest professional network with more 
than 40 million members. Experts say 
that the new service appears to be more 
effective as compared to Facebook Ads, 
as the former is based on a CPM (Cost 
Per Thousand impressions) model, as 
against the latter's cost per click model. 
In furthering its efforts at monetizing 
its servicing by integrating more pre- 
mium services in February this year, it 
launched LinkedIn Talent Advantage, 
an exclusive suite of solutions for re- 
cruiters. “LinkedIn Talent Advantage 
lets recruiters unlock the power of 
LinkedIn's extensive professional net- 
work so they can uncover quality pas- 
sive candidates who are unlikely to be 
on traditional job boards," said 
Francois Dufour, LinkedIn's Senior Di- 
rector of Enterprise Marketing. In fact, 
some analysts feel that career-related 
SNSs like LinkedIn have an advantage 
over general purpose SNSs like 
Facebook and Orkut in that they can 


make a transition from free to subscrip- 
tion-based one more easily. 

The other interesting alternatives 
include the one explored by Meetup, 
which has a membership of 5.7 million. 
Meetup helps its users in organizing a 
local group or find one of the thousands 
already meeting up face-to-face. More 
than 2,000 groups get together in local 
communities each day, each one with 
the goal of improving themselves or 
their communities. It offers several pre- 
mium services such as offering of a 
venue to meet up for its members. It 
also has a program for vendors like cof- 
fee outlets which can register them- 
selves with it for a fee. 


Monetization, can it wait? 

Even as the social networks are increas- 
ing their focus on monetization efforts, 
surfers are looking more to being 
hooked onto what they like the most, so- 
cializing. Given that, some experts fear 
that the mounting pressure on SNSs to 
secure their financial future may force 
social networks drift away towards be- 
coming more of a shopping portal than a 
platform for social interaction, and in 
turn, drift farther from their main pur- 
pose. Given the fact that the social net- 
working space is still evolving, it is bet- 
ter that investors remain a little more 
patient, otherwise there is a risk of kill- 
ing a great idea even before it delivers. 
The Twitter statement—which says, 
“Twitter has many appealing opportu- 
nities for generating revenue but we are 
holding off on implementation for now 
because we don't want to distract our- 
selves from the more important work at 
hand which is to create a compelling 
service and great user experience for 
millions of people around the world"— 
is indeed a better reflection of what the 
ground reality is and the dilemma faced 
by every other social network on the 
World Wide Web. This leads to the bil- 
lion dollar question: May monetization 
wait for a while? However, it is going to 
be the survival of the fittest, which may 
see the weak ones getting weeded out or 
gobbled up by the stronger rival. = 
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Losing Faith? 


QIPs, which scripted a splendid show even a few months ago, аге now 
being shunned by issuers and investors alike. 


fter steadily retreating from the 

Indian markets until the begin- 

ing of this year, the Foreign In- 
stitutional Investors (FIIs) were again 
seen making a big leap of faith on the 
Indian markets. They were seen ac- 
tively investing in the Indian companies 
through the Qualified Institutional 
Placement (QIP) route. The domestic 
institutional investors have also been 
exhibiting their interest in this route. 
The renewed interests by the institu- 
tional investors have been reflected in 
Unitech’s successful raising of funds in 
two rounds to the tune of Rs 4,410 cr 
this year through this route even in the 
drying equity markets. Similarly, 
Indiabulls also successfully raised 
Rs 2,656 cr through this route. QIPs 
have recently become the popular 
means to raise funds by the public 
listed companies. According to the data 
from the Prime Database, a Delhi- 
based research firm, nearly 10 compa- 
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nies raised Rs 11,259 cr through this 
route out of the total Rs 11,714 cr raised 
in 2009, which works out to 96% of the 
total money raised. Altogether 14 QIPs 
hit the market in 2009 and have 
planned to raise nearly Rs 40,000 cr 
through this route in this year. The da- 
tabase also lists another 50 QIPs in the 
pipeline to raise over Rs 60,000 cr. 
Analysts say that a host of factors 
has prompted companies to issue QIPs 
and also attracted many institutional 
investors to invest through this route. 
However, the recent volatility in the 
Indian equity markets has led to many 
QIPs trading in the red. Since the begin- 
ning of July, QIPs are down in their val- 
ues, and Crisil estimates that 9 out of 
14 QIPs done in 2009 are ruling below 
their issue prices, and the mark-to- 
market losses for the QIP buyers, in- 
cluding foreign and domestic institu- 
tions, are estimated at nearly Rs 1,000 
cr. Rising concerns over QIP valuations 


and their oversupply, coupled with in- 
vestor fatigue and SEBI’s stance to- 
wards the fixation of floor price, are cre- 
ating problems to QIP issuers. 


Rise of QIPs 

Guidelines for QIPs were first issued by 
Sebi in May 2006, so as to encourage 
the domestic raising of funds by compa- 
nies that were, at that point, trying to 
tap the overseas markets for funds. 
Since September 2006, after the first 
QIP was launched, 49 QIPs had hit the 
market until December 2008, according 
to a report by SMC Capitals. They have 
thus become very popular among both 
foreign and domestic institutional in- 
vestors. 

Basically, QIPs are private place- 
ments or issuances of shares or certain 
other specified securities like deben- 
tures—which can be converted into eq- 
uity at a later date at fixed rate—by In- 
dian listed companies to qualified buy- 
ers such as public and financial institu- 
tions, foreign venture capital and insti- 
tutional investors registered with Sebi, 
scheduled commercial banks, mutual 
funds, provident and pension funds, to 
name a few, in accordance with the pro- 
visions of Sebi guidelines. This form of 
equity issuance gained popularity 
among both corporates and institu- 
tional investors as the process is far 
more flexible than a GDR issue or a fol- 
low-on public offering. 

Institutional investors particularly 
prefer this route because they can gar- 
ner shares of a company at a discount to 
the market price. Another interesting 
feature of QIPs is the absence of trans- 
action cost lock in period for the shares 
allotted. Therefore, institutional inves- 
tors have an opportunity to earn pretty 
good returns through this route by 
timely sales. Thus, QIPs have been pro- 
viding an easy investment alternative 
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“QIPs became the most preferred route for raising capital during early 2009, when 
companies were facing one of the most difficult liquidity crisis.” 


With the Indian markets having dried up of equity, many big companies 
have taken the Qualified Institutional Placement (QIP) route for raising 
money. What could be the reasons for the companies to use this route? 
Sajiv Dhawan: QIPs provide an easy investment alternative 
for the instituticnal investors. The QIP route enables institu- 
tional investors to buy the shares of the company at a discount to 
the market price and also helps them save on transaction costs. 
Further, since there is no lock in period (a major benefit) for the 
shares allotted through the QIP route, institutional investors' 
returns through this route can be high and in a comparatively 
short time. For a company, there is significantly less compliance 
and paperwork required, with Sebi making the whole process 
much quicker and cost-effective for them too. 

During 2009. the Indian capital markets witnessed a sud- 

den spurt in the QIP activity, with 13 companies raising funds 
through QIP issue. The total amount raised through QIP was 
Rs 125 bn. Unitech, through its two QIP issues (in April and 
June 2009), raised around Rs 44 bn or 35% of the total QIP 
amount, while the Rs 500 mn QIP of Power Trading Corporation 
was the smallest. 
Ashvin Parekh: QIPs became the most preferred route for rais- 
ing capital during early 2009, when companies were facing one of 
the most difficult liquidity crisis. However, this route has Бе- 
come difficult now. Companies that were due to come out with 
their QIP offerings are either postponing or completely with- 
drawing their offers. 

QIP became a preferred route for raising capital as it in- 
volves a direct interplay between the issuer and the investor. 
This made it an easier option for companies to raise funds at 
less cost and with relatively relaxed regulations. When the eq- 
uity bourses started moving northward in May 2009, Indian 
markets welcomed the substantial number of QIP offerings. 
Real estate sector, the most cash-strapped sector during the 
financial crisis, was the most active participant in the QIP rally. 
Prashant Sawant: Since early 2008 and especially after the 
fallout of Lehman, the global new equity issues market has 
witnessed a lull. India has been no exception to this. Despite the 
sharp global slowdown, emerging markets, especially India, 
showed a positive growth mainly because of domestic demand. 
1QCY09 corporate results showed signs of improvement in the 
operating margins. Furthermore, both top line and bottom line 
showed resilience beyond expectations. In addition, the histori- 
cally lower interest rates in developed economies prompted in- 
vestors to search for high yield securities in emerging economies, 
including Indis. 

In the case cf companies, debt and debt repayments have 
been a major concern. Higher domestic rates and slowing de- 
mand have put a cap on existing as well as future capex. Raising 
funds via QIP is easier and much more effective than via an IPO. 
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One of the reasons being, QIP requires only the approval of the 
Board of the company and shareholders. Therefore, the latest 
quarter has witnessed a flurry of activities on the QIP front. 
Chetan Majithia: In the last couple of quarters, the markets 
witnessed unprecedented QIP activity. Initially, QIP was under- 
taken due to tight credit availability in the domestic market as 
well as the global market. Most of the companies that initially 
tapped the QIP route were in severe need of cash to deleverage 
the balance sheet. In the later stage, amongst the major factors 
which influenced the companies’ decision to raise capital via QIP 
route was attractive valuation (due to recent up-tick in equity 
markets). 

Market data shows that many companies have either downsized or exited 
their offerings. What do you think are the reasons for such a move by the 
companies? 

Sajiv Dhawan: The reality is that many QIPs have resulted in 
losses for investors who held on for a longer period of time, with 
the global liquidity being tight. Institutions are more selective 
when it comes to ‘throwing’ money at Indian corporates. Raising 
billions of dollars at the boom of the markets was significantly 
easier than today, when several issues have already raised 
funds. Many issues were overpriced due to the peak bullish sen- 
timent till last year. Now with a significant change in senti- 
ments, corporates are unable to raise funds in the quantum 
sought or at a price acceptable to them. GMR just canceled its 
planned issue citing unfavorable market conditions. 

Too many issues all at once and aggressive pricing had made 
it harder for companies who did not take advantage of the first 
wave of issues. 

Ashvin Parekh: Nevertheless, as recently as July 2009, com- 
panies have started to either withdraw or downsize their QIP 
offerings. Various factors have contributed to the loss of inter- 
est in QIPs. Firstly, the sudden oversupply of QIP offerings in 
the market, which had a limited number of investors, has di- 
luted the response that may have otherwise been received by 
QIPs. Secondly, as the equity market dipped significantly dur- 
ing June 2009, investors became ever more cautious and 
doubtful about the valuation of QIPs. Out of the 13 companies 
that raised Rs 125 bn via the QIP route during January-July 
2009, 10 companies were trading below their offer prices. 
Moreover, domestic as well as foreign qualified institutions 
that invested in these QIPs were estimated to be suffering 
mark-to-market losses of about Rs 10 bn as of mid-July 2009. 
Life insurance companies in India are also avoiding QIPs 
mainly due to price discovery issues. 

Prashant Sawant: Since the beginning of 2009, almost Rs 150 
bn have been raised by Indian corporate via QIP. There is a 
further appetite to raise $16 bn funds via QIP, GDR and/or for- 
eign convertibles. However, hardly a few companies have man- 
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aged to raise the entire required funds. Most of the companies 
have managed to raise up to 60-65% of required funds. 

The fund raising gained momentum after the historic win of 
the UPA government. The prospect of a stable government and 
domestic growth resulted in revaluation of the Indian equity 
market. However, the memories of credit fallout and lack of cor- 
porate governance are still fresh in the minds of investors. A 
more cautious and choosy approach is being undertaken before 
investing in a company. This has further restricted the avail- 
ability of funds, and hence the downsizing of issues. 

Chetan Majithia: There have been more than a dozen compa- 
nies that have raised money through the QIP route during the 
year. However, a few of the issues did not go through due to 
various reasons. We believe that the run-up in the prices had 


5 made some of the companies’ valuation expensive, even though 


the fundamentals of the companies had not changed materially. 
In such a scenario, the chances of QIP being fully subscribed 
would be slim, and hence the QIP issue got curtailed or delayed. 
Recently, Sebi did not respond positively to the request made by the 
companies to amend the floor price fixation guidelines. Why do you think 
Sebi took such a stance? What would be its implications for the issuers 
and investors? 
Sajiv Dhawan: In August last year, Sebi had changed the pric- 
ing formula, allowing it to be based on the two-week average 
share price, so that companies could price the issue closer to the 
market value of the shares. But investment bankers last week 
requested Sebi to alter the formula and take the current market 
price as the base, as the two-week average price worked out to be 
higher than the current market price in case of most companies. 
There has been a significant run-up in the prices of stocks of 
firms that have announced QIPs. This inevitably would have led 
to front running or allegations of manipulation in the prices of 


. the stocks to make the issue price more attractive to the poten- 
4 tial buyers (and giving them the potential for quick gains). Com- 
_ —^ panies which did not want or were unable to do QIPs at lower 


ау 


prices were suddenly easily able to raise the funds and make а 
successful issue once the stock price had gone up, making it 
beneficial to the companies and investors in QIPs alike. The 
fallout would have been the ordinary investors who were seeing 
a sharp selloff in the stock price once the issue was closed and 
also when the QIP investors were allowed to exit the stock. The 
resulting volatility is also something which may have been a 
concern to Sebi. 

Ashvin Parekh: Besides the above-cited external factors, 
Sebi's resilience towards relaxing the pricing formula of ОТР 
has also deteriorated the attractiveness of QIPs. Sebi has man- 
dated that companies base their issue price on a two-week aver- 
age share price preceding the issue. Prior to the amendment, 
companies were allowed to use either the average of six months 
or 15 days share price, whichever was higher. QIPs are thus 
further losing their attractiveness since most companies' two- 


. week average share price turns out to be higher than the current 
. share price. This leads to investors’ asking for substantial dis- 


count vis-à-vis the current share price. Sebi is not in favor of 
relaxing the pricing formula since it feels that the Indian market 
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is not prepared for such flexibility in pricing. Moreover, it want 
to discourage companies from issuing shares at a discount t 
friendly investors. 
Prashant Sawant: Earlier instances of ‘rallying’ the stock t 
attract the investors have created issues related to both согрс 
rate governance and investor relations. Furthermore, the India: 
market has witnessed a high volatility in the last few year 
distorting the price discovery mechanism to make an informe 
investment decision. Therefore, Sebi has guided that ОП 
should not be priced higher than the average of the weekly hig) 
and low of the closing price of the related shares during tw 
weeks (from earlier six months) preceding the relevant date 
Earlier, the relevant date was defined as a date 30 days prior t 
when shareholders meet to approve the issue. Since Augus 
2008, this has now been amended to make the relevant date fo 
QIPs to be the date on which the board of the company, or th: 
committee of directors duly authorized by the board of the com 
pany, meets to take the decision to open a QIP. The approva 
process for QIP has also been made less time-consuming an: 
more efficient. 
Of late, many companies like Tata Steel, Suzlon, Tata Power and man 
others are exploring the GDR route to raise funds from the overseas mat 
kets. Do you think this will give them an advantage over the QIP route? Ca 
this be taken as an alternative avenue to the Indian issuers in the future: 
Sajiv Dhawan: The significant run-up in the stock prices be 
fore the 2009-10 Union Budget made QIP deals unattractive 
as the inherent fundamentals of most companies whicl 
queued up for QIP have not changed materially. With the glo 
bal economic growth concerns still persisting and with delayec 
monsoons, the S&P CNX NIFTY is still trading at a slighth 
expensive 19 times its FY10 expected earnings. With the re 
cent decline in prices and the consequent erosion of the ОП 
investment value, raising capital through the QIP route ma: 
slow down significantly. Major benefits of GDRs is that price i: 
linked more closely to local price. They are equity funds repre 
senting shareholders’ funds and, as such, do not add to any 
interest burden for the companies. The negative for company i: 
that since it is equity dilution, local price may have an adverse 
impact. GDRs can be converted into local stock and hence art 
tradable abroad and locally. Ultimately, funds are still bein; 
arranged by the company and they will look to whatevei 
method is easier. 
Ashvin Parekh: Indian companies are, therefore, shifting thei 
focus from QIPs to ADRs/GDRs as an alternate avenue to rais 
capital. This is evident from the fact that only in July 2009, fow 
Indian companies raised more than Rs 122 bn through the ADR 
GDR route. The advantage of ADR/GDR over QIP is that these 
receipts do not create any selling pressure on Indian company’: 
shares in the domestic market. Further, the developed capita 
markets offer much larger potential for raising capital as com: 
pared with the Indian markets. Therefore, the ADR/GDR route 
offers opportunity to raise a substantially large amount of capi: 
tal as compared to QIP. 

The ability of Indian firms to raise funds via ADR/GDR 
route is a strong positive for the Indian corporate sector since 
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this signifies that foreign investors are actually interested in 
Indian companies and not in speculating in the secondary mar- 
ket. Although the strong fundamentals of the Indian economy 
are an attraction for FIIs, these institutions are also showing 
increased interest in the Indian market, as there were few op- 
portunities available globally. 

Prashant Sawant: Equity through GDR (or any convertible)/ 
QIP does not carry voting rights. The prospects of revival in 
equity market have also attracted investors in overseas con- 
vertible market. This provides a unique opportunity for foreign 
investors to invest in Indian equity market. In the case of Tata 
Steel, Tata Power and Suzlon, the existing debt covenants pre- 
hibited them from further fund raising. The dilution of equity 
provides further comfort for the investors. Indian companies 
are equally open to both QIP and GDR. The investors decide the 
route depending on their investment strategy. 

Chetan Majithia: In recent time, it is seen that many compa- 
nies are tapping the GDR route for raising capital. If you com- 
pare QIP with GDR, there are pros and cons. On the positive 
side, QIP instrument is a more flexible route where regulatory 
compliance (except for the pricing part) is very low. However, 
there are higher regulatory requirements for the GDR issue, аз 
the company will be listed on the global stock markets and 
hence will have to comply with the relevant regulations of the 
exchange. Hence, time to market in the case of QIP is faster 
than GDR. However, GDR issue has some lock in period, but 
QIP does not. So in GDR issue, more long-term investors take a 
position in the company. Third, GDR issue broadens the inves- 
tor base, which may not be so in the case of QIP, as QIP com- 
prises domestic mutual funds, ЕП, etc. Therefore, there is a 
tradeoff between QIP and GDR. Each ccmpany will choose an 
avenue depending on its needs, but we may see far more action 
on the GDR front. 

The Fils were particularly seen to be retreating from the Indian markets 
during the end of 2008 and also the beginning of 2009. But they have 
started showing renewed interest in the Indian markets by investing 
through QIPs and now GDRs. Why? 

Sajiv Dhawan: India, compared to most economies in the 
world, is still on the growth path, even if at a slower pace. This 
is its major attraction when compared to other economies with 
no growth or which are in recession. The perception now is that 
the upside potential in India is still vast and risk appetite has 
returned over the last six months. Ultimately, money flows 
from many entities and persons to FIIs who have to deploy the 
funds. The surge or return of liquidity with them naturally 
means avenues for investing which will show revival directly, 
QIPs or GDRs. 

Year 2008 was a year of panic and total crisis of confi- 
dence in world financial markets and the banking system. 
Large institutions failed, and if not for government interven- 
tion, many more would have gone bankrupt. A global bank- 
ing meltdown would naturally have seen serious repercus- 
sions for the global economy. As deleveraging has taken 
place and some calm has returned, the financial picture is a 
lot more stable and most of the negative news is seen to be 
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over and most of the economic downturn factored in. Valua- 
tions may be a concern, but hopes of renewed and sustained 
higher growth, along with many missing the recent rally due 
to excessive pessimism, are resulting in a shift in the atti- 
tude of the FIIs. Yield expectations may have been reduced, 
but funds which were parked in safer government instru- 
ments are now finding their way back into other riskier asset 
classes, including equity. 

Ashvin Parekh: Now, as the market sentiments in India and 
at the global level have started improving, companies as well 
as investors are losing interest in QIP offerings and are shifting 
towards traditional avenues of raising capitals such as initial 
public offering or ADR/GDR. 

Prashant Sawant: Till July 2009, FIIs had invested $7.3 bn in 
Indian equity market. On the contrary, FIIs were sellers of $6.5 
bn during the same period last year. The number of registered 
FIIs had also increased from 1,457 in August 2008 to 1,682 in 
August 2009. Demographic changes, stable democracy and do- 
mestic demand are key drivers of Indian economy. Infrastruc- 
ture, including transport, power and energy generation, is es- 
sential to keep the economy on the growth path. Traditional 
sectors such as education and agriculture (especially horticul- 
ture) are also attracting investor interest. Realty sector is also 
showing a renewed interest now. 

Going forward, the possibility of severe drought and higher 
price level is likely to affect the growth prospects of the Indian 
economy. Credit offtake has still remained below expectations 
despite softer monetary policy. The industries are running on 
lower capex. In the event of a global slowdown, domestic de- 
mand and innovation are critical to sustain the growth momen- 
tum. 

Chetan Majithia: In the late 2008, FIIs retreated from the 
Indian markets due to financial meltdown in the global econo- 
mies, especially in the US. Emerging markets like India were 


considered to be risky and hence FIIs exited the Indian market | 


to take exposure in more safe instruments such as gold and US 
bonds. 

However, the inherent strength of the Indian economy, 
which was primarily driven by robust domestic demand due to 
large consumer base and relatively less dependence on ex- 
ports, has attracted foreign capital. In 2009 and 2010, India 
will still be one of the top three fastest growing economies 
globally and, therefore, we believe that growth economies will 
attract significant capital inflows. Also, the relaxation of the 
monetary policies followed by the central banks across the 
world have led to increased liquidity, which in turn has been 
flowing into stronger economies like India, China, etc. Further, 
a new thrust was provided by the favorable mandate on the 
election front. 


*Managing Director, JV Capital Services, New Delhi 


**Partner, National Leader — Global Financial Services, Ernst & Young, 
Mumbai 


TKNG Securities, London, UK 


Head, Equities, CRISIL Limited, a Standard & Poor's Company, 
Mumbai 
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to the institutional investors. Even for 
the issuing companies, QIP has become 
a mechanism to access the market 
quickly and efficiently. In fact, many 
corporates say this route is more conve- 
nient compared to some other routes 
like rights issue where the process is 
much more time-consuming and compli- 
ted. 

When the equity markets stumbled 
in 2007 and 2008, the QIP route helped 
many companies raise capital and sur- 
vive in the market. This is basically be- 
cause companies had to depend on debt, 
and as the financial crisis created a 
crunch for this debt, they could not raise 
sufficient debt. Lack of both borrowing 
and safety net of equity has prompted 
companies to search for other means of 
capital. Sebi's rules on QIPs are much 
easier compared to the long-drawn pro- 
cedures of IPOs, FPOs, ADRs and 
GDRs, which are also governed by nu- 
merous regulations. 


5 


Waning euphoria 
Most of the companies started the QIP 
issues with a bang, but the current situ- 
ation is not so encouraging for the com- 
panies that have issued QIPs. The cur- 
rent downtrend in the market has 
dragged down the performance of the 
QIPs. Average returns for almost 10 out 
of 14 placements done in this year were 
marginally negative. Returns are af- 
fected mainly because of the change in 
the valuation of these issues. 
Basically, the pricing of QIPs, which 
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is based on Sebi guidelines, is said to be 
the cause for such state of affairs. Sebi's 
guidelines require the companies to fix 
the floor price as the average between 
the highest and the lowest prices in the 
two weeks preceding the board meeting 
that approved the QIP. Issuers were 
granted flexibility in fixing the price 
above or below the floor price. Compa- 
nies can sell at or above the floor price. 
However, if the stock price comes down 
during the issue, they get stuck at the 
floor price itself. This is what is happen- 
ing to many companies. They are facing 
a problem in completing their QIP is- 
sues, as their current market price is 
lower than floor price. In fact, analysts 
say that the declining prices of many 
companies' shares may cause further 
losses to the QIP issuers as the floor 
price is the average of the last two 
weeks' prices. So as to overcome this 
flaw in pricing, companies have re- 
quested Sebi to ease the pricing rule, 
but Sebi has, for some reason, rejected 
their request. 

Analysts also say that the success 
of a few companies has prompted many 
more companies to take this route, and 
the upshot is that the market is flooded 
with QIP issues. In fact, some analysts 
also commented that the QIP market is 
facing a problem of plenty. Owing to 
this, the institutional investors who 
were in a frenzy sometime back are 
filled with fatigue and are not in a mood 
to invest. Therefore, valuation issues, 
investor fatigue, oversupply and Sebi's 


rigidity over the pricing rules have 
forced many companies to downsize or 
exit from their offerings. For instance, 
GMR Infrastructure called off its $500 
mn QIP, Sobha Developers could raise 
only $111 mn against $300 mn tar- 
geted initially, GVK Power has man- 
aged to raise $125-150 mn against a 
target of $500 mn, and HCC had a man- 
date to raise Rs 1,500 cr but could raise 
only Rs 480 cr through a QIP. Therefore, 
analysts opine that either the market 
conditions would have to improve fur- 
ther or some of the companies would 
have to raise money at lower valuations. 


In search of liquidity 
Though QIPs of many companies have 
declined in their values, all QIPs have 
not been bad experiences for buyers. 
QIPs floated by Indiabulls Real Estate, 
Educomp, Emami, PTC and Unitech 
(first tranche done in April) are ruling 
above their issue prices. No conclusion 
can be drawn from the current trend of 
the QIPs, but analysts only see a drop in 
the number of issues being floated. QIP 
route was hailed mainly because of the 
flexibility in pricing and less hassles. 
Dull equity markets also prompted 
their growth. 

But since the market is again being 
tuned up for Initial Public Offerings 
(IPOs) and Follow-on Public Offers 


(FPOs), analysts expect some grand is- | 
sues to hit the market shortly. The IPO 


of Adani Power has already been 
launched in the market. According to 
Prime Database NHPC, Oil India, 
Godrej properties and Pipavav Ship- 
yard already have Sebi's approval to 
raise capital from the primary market 
through IPOs. Another 15 companies 
are awaiting Sebi's approval. Similarly, 
a few other companies are aiming to 
raise capital through the rights issue. 
Barring the Indian markets, many In- 
dian companies like Tata Steel, Suzlon, 
Tata Power and so on are tapping the 
foreign markets by issuing GDRs. In the 
light of these developments, analysts 
are of the view that the frenzy for QIPs 
may not remain the same even if the 
market shows signs of improvement. m 

- T Jyotsna 
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Government’s Borrowing Program 


A Fine Balancing Act 


The government has envisioned an unprecedented borrowing program 
at the cost of fiscal discretion for this fiscal. The underlying notion is to 
get growth back on track which will eventually result in huge capital 
flows into the economy, as liquidity chases growth. However, there 
remain some downside risks too. 
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n order to strike a balance between 

growth aspiration and fiscal dis- 

tress, the government has taken a 
pro-Keynesian stance. And towards 
this direction, Budget 2009-10 has 
pegged the government borrowing at 
around Rs 4.5 tn this year, which is 
higher than the market estimate of 
around Rs 4 tn. The government has 
taken recourse to such an unprec- 
edented market borrowing in order to 
bridge the fiscal deficit that has been 
projected at a gaping 6.8% for this fiscal 
year. The government has justified its 
move of stepping up public expenditure 
at the cost of higher borrowing so as to 
sustain economic growth and to shield 
the economy from the impact of the glo- 
bal economic crisis. Laying increased 
emphasis on the ‘inclusive growth’ for- 
mula, Budget 2009-10 has augmented 
the outlay for its spending programs. 
This is akin to textbook type 
Keynesianism which reflects an unre- 
strained aggression on the part of the 
government to raise expenditure in or- 
der to provide a stimulus to the 
economy in the form of more public in- 
vestment. Whatsoever, many orthodox 
pundits are cautioning this move as be- 
ing too extravagant. Moreover, doubts 
have been raised that public borrowing 
will crowd out private sector invest- 
ment, which was reflected in the way eq- 
uity markets nosedived immediately 
after the presentation of the Union 
Budget. But, the Finance Minister is 
hopeful that the huge spending program 
will give a tremendous boost to growth, 
and once the growth momentum settles 
in, the rest will follow. 


Quest for growth 

For the year 2008-09, fiscal deficit of 
the central government moved up to 
6.2% of GDP, as against the estimate of 
2.5% set for the year. A string of stimuli 
in the form of duty cuts and higher 
spending added to the deficit, compel- 
ling the government to borrow heavily 
since the last quarter of 2008, and that 
has put heavy strain on bond yields. 
Between 2007-08 and 2008-09, 
government's domestic borrowing grew 
almost twofold from Rs 1,31,768 cr to 
Rs 2,61,972 cr. Experts opine that these 
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stimulus packages were necessary a: 
the global economy was facing an excep 
tional downturn and its ripple effect: 
had spread to India also. For the fisca 
year 2008-09, the Indian econom: 
slowed down to 6.7%, its weakest рас 
in the last six years, and lower than th: 
9% of previous three years. This tardi 
ness in growth has worsened the pace o 
job creation in certain sectors of th: 
economy and soured the investmen 
sentiments of the business community 
It has also resulted in considerable de 
cline in the revenue growth for the gov 
ernment. 

Now, in order to give a thrust t« 
growth, the government has resorted ік 
Keynesian policy of domestic borrowing 
50 as generate more public investment ir 
the economy at the cost of fiscal pru. 
dence. The borrowings have been pro 
jected to increase by 52% to Rs 3,977,957 
cr in 2009-10. And for the year 2009-10 
the fiscal deficit is estimated to be at 
6.8% of the GDP, the highest ratio since 
1993-94. Whatsoever, it is expected that 
public expenditure will ensure that the 
economy gets back on the growth trajec: 
tory, and the policy makers expect the 
economy to grow at 7% in 2009-10. And 
not the least, the Finance Ministry has 
revealed that the government had no in- 
tention of monetizing debt being issued 
to fund its fiscal deficit, and was aiming 
at curbing the fiscal deficit to 5.5% ol 
GDP by the end of 2010-11, and further 
to 4% in 2011-12, still more than the 
Fiscal Responsibility and Budget Man- 
agement (FRBM) target of 3%. 


Widespread worries 

The government borrows when it is not 
in a position to raise tax further but 
needs more money to spend anyway. 
But if public borrowing is used to fi- 
nance the current expenditure, then 
there is a corresponding reduction in na- 
tional savings. It is estimated that in 
2009-10, the diversion of potential sav- 
ings to consumption would be around 4% 
of GDP. This will definitely lower private 
investment. Besides, this huge public 
debt is likely to create problems for the 
banks and companies as also for the gov- 
ernment itself. It is projected that the 
total interest payments of government 
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“Industry should not expect cheap funds forever anc interest rates have to be aligned 





with the market reality.” 


The government has decided to step up public borrowing to the tune of 
Rs 4 lakh cr for the entire fiscal year in order to sustain higher economic 
growth and to shield the economy from the impact of global economic 
crisis. How do you see this move? 
The Indian economy is going through a challenging phase with 
growth being low on account of lower consumption and invest- 
ment. [n this environment, an effective way out is through 
higher government spending which is the Keynesian prescrip- 
tion for low growth. Therefore, with tax rates being kept un- 
changed, the government has focused quite rightly on keeping 
both consumption and capital expenditure high so that the 
economic impulses are transmitted through the economy. As 
the FM has said that the government would revert to fiscal 
discipline very soon and adhere to the FRBM norms, it is en- 
couraging, as we know that this is a conscious decision taken. 
In fact, several governments in the world have been running 
deficits with this idea in mind. It must be mentioned here that 
all central banks have lowered interest rates but that has not 
helped propel economies. Therefore, direct action is required 
and can be provided only by the government. 
The fiscal deficit of the central government shot up to 6.2% of GDP against 
the target of 2.5% set for 2008-09. For 2009-10, it is budgeted at 6.8% of 
СОР Given these, how realistic is the idea of fiscal prudence? 
As long as we are close to this number this year, and that we 
are able to roll this deficit back in future, it is okay. It must 
be remembered that just as we cannot have firm targets for 
monetary indicators, which vary depending on the circum- 
stances, the same holds for fiscal targets. The FRBM states 
the ideal numbers for discipline, but fine-tuning across 
years has to be permitted, or else we will see the economy 
slip into a deep recession under the present circumstances, 
which is a worse option. Therefore, we need to be а bit more 
open about these numbers and link the same with the cir- 
cumstances. 
How dees the government garner resources to spend such huge money? 
Ideally, governments meet their expenditure through revenue gen- 
eration, mainly in the form of taxes, with other gains like dividend 
and interest income servicing acting as supplementary income. 
However, in the present situation, a large part is being financed 
through borrowing—almost 45% of the total expenditure is coming 
from this source, which is certainly high. The subscribers are banks, 
insurance companies, PDs and provident funds. Hence, as long as 
. domestic savings are rising, they would be channeled into one of 
. these avenues and would get invested іп GSecs. 
The government has set in motion plans to create an independent office to 
manage its debt, divesting the central bank of this duty in a landmark 
reform, as it braces to raise huge funds this year to finance the highest fiscal 
deficit on record. How do you see this move? 
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Yes, ideally the central bank should focus on banking regulation 
and monetary policy and not be the one to monitor government 
debt, which it does today because the charter of the RBI dictates 
that the central bank be a banker to the government and man- 
age its debt. There are advantages in the RBI handling the debt 
aspect, as it is in a better position to align its own policies with 
government debt, which plays a very important role in the allo- 
cation of liquidity in the economy. Hence, we can still see the 


RBI actively involved in this management because the core of 3 


monetary policy, which involves money, GSecs and credit mar- 
ket, hinges on how the government behaves. 

What coulc be its impact on macro parameters such as private investment, 
interest rate and inflation? 

In the past, higher government borrowing was not necessarily 
associated with higher interest rates nor created liquidity prob- 
lems. This is mainly due to the fact that the RBI has managed 
this wonderfully through OMOs, MSS, CRR and repo rate cuts. 
Therefore, all the aspirations have been met quite adequately, 
thereby ensuring that there has never been a serious liquidity 
crisis in the economy. Investment, to my mind, is driven more by 
market opportunities and not by interest rates. It is just that at 
times, the less than triple A rated companies would have to pay 
more as interest when the risk premium is high on loans, which 
tends to be the case when the economy is in a low growth phase. 
But this is the market law and has to be accepted. Industry 
should not expect cheap funds forever and interest rates have to 
be aligned with the market reality. 


In fact, many countries across the globe are pursuing this route of borrow- 


ing. How do you-see this trend? 

This is a logical step being taken especially in the countries that 
have been affected negatively by the financial crisis. But I do not 
think that this will remain a time-trend. As economies recover, 
they will retreat towards fiscal prudence, and hence, what we 
are seeing today is more of a temporary phenomenon. 

What could be the role of RBI in these circumstances? 

The RBI will have to be more watchful about the state of liquid- 
ity when the gevernment’s borrowing program is vast. This is so 
because it has to monitor how private demand for credit picks 
up and ensure that the conditions are congenial in terms of 
quantity and price. The fact that the borrowing calendar has 
been announced is wise, as a large part of the program would 
have been covered by September, which is the time when credit 
picks up during the so-called busy season. The RBI will have to 
hence manage liquidity through LAF, interest rates, MSS, 
OMO and maybe eventually CRR cuts, if so required, to ensure 
that liquidity does not constrain growth. 


*Chief Economist, NCDEX Ltd., Mumbai 
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in 2009-10 will be around Rs 2.3 tn. That 
soaks up 48% of the net tax revenue. Gov- 
ernment resultantly has to borrow to 
fund other expenditures. This raises in- 
terest burden and forces government to 
borrow more—debt grows on itself. The 
problem assumes serious proportions if 
public debt is held outside the country. 
This has exactly been the problem for 
US. But thankfully, for India, foreign ex- 
change component of public debt is only 
4%, and therefore, it is unlikely to put 
any pressure on the exchange rate. 

The most alarming is the revenue 
deficit figure for 2009-10. The budget 
has estimated the revenue deficit to 
grow from Rs 55,184 cr or 1% of the 
GDP in 2008-09 to Rs 2.83 lakh cr or 
4.8% of the GDP in 2009-10. Revenue 
deficit is the difference between 
government’s revenue expenditures 
and revenue receipts. The revenue re- 
ceipt of the government comprises tax 
revenues collected by the government 
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and other receipts consisting of inter- 
’ est and dividend on investments made 
by the government, fees and other re- 
ceipts for services rendered by the gov- 
ernment. 

On the other hand, the revenue ex- 
penditure is the money spent for the 
normal running of government depart- 
ments and various services, interest 
payments on debt and subsidies. So, 
candidly speaking, any expenditure 
which does not result in the creation of 
assets for the government is treated as 
revenue expenditure. Given this defini- 
tion, the revenue deficit number pro- 
jected in the current budget is a huge 
cause for concern. It is quite evident that 
a major chunk of the projected borrowing 
will go mainly to fund the revenue deficit 
(Rs 2.83 lakh cr). Plaintively, much of the 
borrowing would go to fund the normal 
running of the government without cre- 
ating productive capital. 
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The government's plan to borrow has stoked fears of 
crowding out of private investment. This is why the RBI, 
to provide more liquidity to the system, may need to 
monetize a significant portion of the market borrowings. 


When the government needs to mo- 
bilize funds via borrowings, it has to of- 
fer higher interest rates so as to entice 
more investors. Consequently, financ- 
ing large deficits through borrowings 
immediately puts upward pressure on 
government bond yields. As large gov- 
ernment borrowing increases the sup- 
ply of government paper, bond prices 
tend to go down. As yields are inversely 
related to the price of bonds, any fall in 
bond prices pushes up the yield. The 
yields on government bonds are re- 
garded as the measure of the risk-free 
rate in the economy and act as bench- 
mark for other rates. The increase in the 
benchmark rates, therefore, raises the 
floor for other rates too. 

Unsurprisingly, the interest rate on 
10-year G-secs moved up from 6.7% to 7% 
immediately after the announcement of 
the budget. If interest rates move up, in- 
vestment pipeline dries down. It is not the 
prospects of higher interest rates which 
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are the sole reason for worry. Given the 
current fiscal mess, analysts do not rule 
out the possibility of a sovereign rating 
downgrade by international credit rating 
agencies. However, despite the rising con- 
cerns of waning private sector invest- 
ment, the Finance Ministry is optimistic. 
The Finance Minister has defended that 
“The government borrowing will be man- 
aged in such a manner that there is no 
disruption in the market in favor of the 
government borrowing and starving of the 
private sector.” And towards this end, 
the government has set in motion plans to 
create an independent office to manage 
its debt, divesting the central bank of this 
duty. 

The government’s plan to borrow 
has stoked fears of crowding out of pri- 
vate investment. This is why the RBI, to 
provide more liquidity to the system, 
may need to monetize a significant por- 
tion of the market borrowings. This in- 


volves a risk of inflation later this yea 
Whatsoever, some analysts say that de 
spite the fears of inflation, risks must b 
taken. And if the world economy remain 
depressed, global commodity prices wi 
stay low and help tame inflation. If, how 
ever, the world economy starts growin. 
fast, commodity prices will escalate, bu 
so will government revenues, lowerin 
the fiscal deficit. Whatever be the out 
come, in the current circumstances, a 
many experts suggest, the decision c 
borrowing is quite justified. 


Defending the move 
In his budget speech, the Finance Min 
ister said that the GDP growth rate ha 
declined to 6.7% in 2008-09, after hov 
ering around an average 9% in the previ 
ous three years. He plainly admitte 
that the slowdown in growth had d: 
facto affected employment prospect; 
and investments in certain sectors 
Post-budget, the Finance Minister ha: 
moved promptly to quash the nervous 
ness. He commented that “while the 
global financial conditions have showr 
improvement over the recent months 
uncertainties relating to the revival o 
the global economy remain. We cannot 
therefore, afford to drop our guard. W« 
have to continue our efforts to provide 
further stimulus to the economy." 
Notwithstanding the lurking con: 
cerns of mounting fiscal deficits, the 
Finance Minister has taken a huge 
risk in treading the spending path tc 
growth. By stating frankly that the 
budget was not the sole tool to heal а] 
the ills, he appears to be simulta. 
neously working on 'outside-the-bud- 
get’ efforts to contain the slide and put 
the economy back on higher growth 
track. And he perceives that once the 
growth momentum is restored, there 
will definitely be huge inflow of capital 
into the economy, as liquidity fever- 
ishly chases high growth. This will fi- 
nally provide enough capital to both 
private and public sectors. Also, a 
higher growth rate will help put the fis- 
cal deficit back on track through better 
revenue collections. в 


- Y Bala Bharathi and Sanjoy De 
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Dogfight in IT Industry 





Google vs. Microsoft 


The battle between Microsoft and Google will shape how our society makes 
use of technology, computing and information. It will determine which firm 
will shape and control the future of computing and ultimately profit from it. 


— Hemant К Bhargava 


Professor of Computer Science, Graduate School of Management апа 
Department of Computer Science, University of Catifornia, Davis, California 


t has been a hot summer in the 

world of computing. First, 

Microsoft, the industry giant in 
computer operating systems and office 
productivity software, launched its new 
search engine, Bing. Bing finally won 
Microsoft some positive acclaim in its 
long-running effort to challenge Google's 
dominant role in search advertising. 
Soon after that, Microsoft found success 
in another long-running effort, signing a 
10-year alliance with Yahoo! which gave 
it substantial property rights on 
Yahoo's search advertising technolo- 
сіев.! Google, the search engine titan 
and the company most impacted by 
these initiatives, wasn't sitting idle e:- 
ther. Google lobbed another shell into 
the world of operating systems, with the 
new version of its Chrome web browser, 
first introduced іп 2008.* The Chrome 
browser is actually a mini-operating 
system, which can motivate software 
developers to write applications that 
run inside Chrome (rather than on Win- 
dows). This can eventually convince 
end-users to buy network computers or 
low-cost netbooks that have no need ei- 
ther for the Windows operating system 
or for Microsoft Office. 





! “Mierosoft, Yahoo! and Google: Taking Sides", 
The Economist, July 29, 2009. 

? “The World Wide Web: The Second Browser 
War", The Economist, September 4, 2008. 

з Brian W Arthur, “Increasing Returns and the 
New World of Business", Harvard Business 
Review, July-August, 1996. 

4 — Steve Lohr and Miguel Heft, “Google Gets 
Ready to Rumble with Microsoft", The New 
York Times, December 16, 2007. 
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This ongoing battle between 
Microsoft and Google will determine 
how our society makes use of technol- 
ogy, computing, and information, and 
which company reaps big rewards in the 
IT industry. 


The battle for the future of 
computing 

In the 1980s and 1990s, the world of 
computing was defined by operating 
systems, a business characterized by 
network effects and increasing returns.” 
As more people use a particular operat- 
ing system, it becomes more valuable to 
everyone else since they can intercon- 
nect and share documents; the large 
user network then attracts more appli- 
cation developers to that operating sys- 
tem, which further increases its value to 
end-users. Therefore, Microsoft Win- 
dows, the operating system for over 95% 
of PCs in the 1990s, was extremely hard 
to compete against—unless one 
changed the game itself, through tech- 
nologies that diminish the importance 
of the operating system. 

One game changer in the 1990s, 
when the Internet went mainstream, 
was the web-based technologies—for 
example, platform-neutral languages 
such as Java and technologies that 
shifted the computational tasks to web 
servers—which caused a shift towards 
platform-independent web computing. 
These technologies diminished the 
user’s need to put a Microsoft comput- 
ing platform just so they could commu- 


nicate with colleagues or run the neces- 
sary applications. But Microsoft sur- 
vived this shift through shrewd com- 
petitive strategies (its moves to under- 
mine Java and other web standards, as 
well as introduction of its own web com- 
puting technologies such as .Net, 
ActiveX, Internet Explorer, IIS web 
server, etc.) and due to the fact that the 
PC market itself grew manifold. Thus, 
despite losing a little market share, 
Microsoft did very well in an absolute 
sense. It was also successful in leverag- 
ing its dominance beyond operating sys- 
tems. Microsoft's Office suite became a 
standard business productivity tool. 
Many job announcements today require 
knowledge of Microsoft application soft- 
ware. The Microsoft ecosystem thrived. 
As shown in the Table, Microsofts Cli- 
ent (i.e., Operating Systems) and Busi- 
ness (Office) software account for over 
two-thirds of its revenue and, despite 
being mature products, deliver very high 
profit margins (over 60%). 

So, one reason that Microsoft is fac- 
ing off with Google today is that Google 
has stepped out of its home turf (search) 
with a potential game-changer for 
Microsoft's turf. Google's web-based 
software for word processing, spread- 
sheets, e-mail, and other tasks (pack- 
aged as part of ‘Google Apps’) are avail- 
able free of charge to individuals and at 
very affordable prices to businesses. 
This is a direct threat to Microsoft's 
Business division. But an even bigger 
threat is Google's potential, with the 
Chrome browser, to change the role of 
the operating system. In Google's 
worldview for computing, software can 
be designed as web applications that 
run inside Chrome, rather than be de- 
signed to be installed on PCs and run 
under Windows. Such a move threatens 
to break Microsoft's stranglehold on 
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computing and hurt the long-term prof- 
itability of its existing business model.* 

Naturally, Microsoft wants to de- 
fend itself. With regard to Google Apps, 
Microsoft has in the last couple of years 
tried to convince businesses of the dis- 
advantages and shortcomings of Googie 
Apps. But now, Microsoft has re- 
sponded more directly with its own web- 
based Office applications, in both free 
and paid flavors. This could be a dan- 
gerous move for Microsoft. If truly suc- 
cessful, Web-Office would only negate 
Microsoft’s own criticisms of web-based 
office computing and also cannibalize 
on its profitable Office product line. But 
Microsoft probably hopes that it could 
dissuade Google from making bigger in- 
vestments in Google Apps. And it is 
also likely that Microsoft’s Web-Office 
could either sour business users on the 
‘web office’ idea, or it ceuld lock users 
into a profit-producing relationship 
with the regular Microsoft Office. 


The search engine wars 

Microsoft has also been attacking 
Google’s core profit center, Web search. 
Today’s consumers live on the Internet 
and navigate it using search engines, 
which makes for a highly lucrative mar- 
ket in search advertising. The top five 
search engines received 14 billion 
search requests from US-based users 
during just one month (June 2009), and 
Google again dominated the market, 
handling 65% of search requests.* 
Google has demonstrated the profit- 
ability of search technologies that de- 
liver highly targeted ads alongside 
search results (or other web content). In 
the 2008-09 fiscal year, Google earned 
more than $15 bn, 97% of which came 
from advertising revenues (66% on 
Google websites, and 31% from affiliate 
sites).? While Microsoft came a few 
years too late to the ‘Internet party’ (and 
late again to the ‘search/advertising ’), it 
did recognize many years ago that com- 
puting was shifting to the Internet. 
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Microsoft feared that if it remained ir- 
relevant in search and Internet services, 
it would gradually become irrelevant in 
the world of computing as well. In the 
last five years, Microsoft has invested 
heavily in search engines and search 
advertising. However, the results—in 
terms of winning market share or creat- 
ing more income—have been less than 
inspiring. Microsofts market share in 
search barely touched two digits and 
has declined over time.* And its ‘online’ 
(search) division has always been un- 
profitable: it produced $3 bn in revenue 
in 2009, but the cost of producing this 
revenue was over $5.25 bn, leading to a 
net loss of $2.25 bn (see Table). 
Whether Microsoft's latest initiatives 
(the Bing search engine, and the 10-year 
license on Yahoo's search technologies) 
will be any more successful remains to 
be seen. 

Both firms have also made other 
moves to weaken and counter each 
other. Revenue from search advertising 
is a direct function cf how many users 
visit each search engine, and this is of- 
ten governed by the choice of default 
search engine on the web browser. Sur- 
veys reveal that many people simply 
use the search engine that is built into 
their browser. Microsoft has employed 
its relationship with computer makers 
to ensure that its web browser, Internet 
Explorer—which features Microsoft 
search—is pre-installed on computers 
and then helps guide them to Microsoft 
search. Google has raised this issue 
with government agencies as an anti- 
competitive action. But at the same 
time, Google has a similar alliance with 
Firefox which makes Google the default 
search engine on Firefox browsers! 


Impact on the IT industry 

At one level, the Microsoft-Google inva- 
sions of each other'sturf are quite insig- 
nificant for these two firms, at least in 
the short-term. Google makes no rev- 
enue on the products that encroach 
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Microsoft's turf—the Chrome browser/ 
operating system, Google Apps (e-mail, 


word processor, spreadsheet), etc.—and 4 


there is no indication that Google wants 
to become the new Microsoft or split 
profits in Microsoft's traditional areas. 
Conversely, Microsoft's ‘Online’ (search) 
division accounts for less than 5% of 
Microsoft's revenue, and it is a loss- 
maker. So, what explains the fierceness 
of competition between these two firms 
when they could potentially be ami- 
cable giants on two separate battle- 
fields? 

A big factor in the Google-Microsoft 
war is the shifting landscape of comput- 
ing. In the old world dominated by 
Microsoft, the operating system was 
the centerpiece of computing, and com- 
puting happened on end-user machines. 
But these rules break down in a world of 
platform-neutral Internet-based com- 
puting. More people will access the web 
via phones and other handheld devices 
than with PCs. More computing will 
happen in the ‘cloud’ rather than under 
the control of the local operating sys- 
tem. While many other companies and 
technologies have led or facilitated this 
shift, Google is the large player which 
could well emerge as the central firm 
behind the transformation. If Google 
wins, then it would dislodge Microsoft 
as a fulcrum of the IT industry. Applica- 
tion developers, computer makers, pe- 
ripheral device makers, and other firms 
would no longer be beholden to 
Microsoft. Thus, the threat to Microsoft 
is real, a clear and present danger. How- 
ever, whether Google would replace 
Microsoft in this role is unclear, be- 
cause until now Google has championed 
openness and consortium-based tech- 
nology development (except on its own 
turf of search advertising). 

Beyond this shift in the nature of 
computing, one important factor is that 
within Silicon Valley—and its culture 
of egalitarian computing—there is an 
undercurrent of hostility and mistrust 


5  ]ronically, the newest version of Chrome runs 
only on Microsoft Windows! But this might well 
change by the time this article appears in print. 

6 comScore Press release. 

7 Source: Google's 10-K Filing, July 2009. 

8  http://www.webdesignseo.com/seo/google- 
search-market-grows.php 
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towards Microsoft, the giant who is not 
only based elsewhere but has also run 
} its computing business along a differ- 
ent (albeit, very shrewd) set of competi- 
tive practices and methods. I believe 
that Google—like other computing 
biggies such as IBM, Oracle, Sun and 
Apple—is not particularly enamored of 
Microsoft's ability to leverage its plat- 
form dominance into other aspects of 
computing. Over the years, Microsoft 
has smothered many potential giants 
that emerged from Silicon Valley— 
think of Netscape, RealNetworks—de- 
spite having only an inferior technology, 
but with the advantage of bundling this 
technology into the operating system.? 
Perhaps, Google fears a similar fate in 
search or, at the very least, wants to 





stop Microsoft from spreading its ten- 
tacles across the computing industry. 
Will this ongoing battle advantage 
or disadvantage consumers? Conven- 
tional wisdom suggests that these con- 
frontations should be to consumers' ad- 
vantage. Google's web-based office soft- 
ware has spurred Microsoft to release a 
free web-based Office. Both firms (and 
others) have to constantly upgrade their 
free e-mail products, provide more fea- 
tures, greater storage, etc. Microsoft's 
‘maps’ products have put similar pres- 
sure on Google Maps. If Microsoft is 
more successful in search advertising, 
this should reduce the cost of search ad- 
vertising, and cause the search engines 
to innovate faster in their quest for a 
larger market share. In general, more 
competition implies more innovation 
and lower prices. The move to more open 
standards, and the reduced emphasis 
on the operating system, should also 
shift surplus from the firms to consum- 
ers. It should lead to more product vari- 
ety and lower prices. At the same time, 
if the disentanglement of platform- 
based computing leads to a complete 
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If the disentanglement of platform-based comput- 
ing leads to a free-for-all with no standards or a 
multiplicity of standards, this might cause some 
chaos in products and industry structure. 


free-for-all with no standards or a mul- 
tiplicity of standards, this might cause 
some chaos in products and industry 
structure. 

The Google-Microsoft battle is not 
an isolated one, because the underlying 
technological and strategic consider- 
ations affect other related industry sec- 
tors as well. A good illustration of this 
reasoning is the telecommunications 
industry, where Google has introduced 
several innovations (such as the An- 
droid mobile operating system, Google 
audio/video VOIP service, and Google 
Voice).? Traditionally, the business of 
wireless telephony has been controlled 
by the big telecom service firms (such as 
AT&T, Sprint, Verizon) while handset 
makers played a secondary role as sup- 


pliers. But this is changing as the mo- 
bile phone becomes more of a computer 
with a well-defined operating system. 
Google entered this field a few years ago 
by sponsoring the Android operating 
system, in conjunction with an alliance 
of many firms (including telecom ser- 
vice firms as well as hardware makers). 
Thus, Google's rivalry in this sector is 
with other firms that are trying to cre- 
ate platforms out of mobile phones. 
This puts Google directly into competi- 
tion with Apple, rather than the tradi- 
tional mobile phone operating systems 
such as Symbian (now owned by Nokia), 
Palm and Blackberry. It was Apple 
which, soon after its successful launch 
of the iPhone, launched its Appstore (a 
collection of ‘Apps’ — third-party appli- 
cations that run on the iPhone) to capi- 
talize on the strategic value of using the 
iPhone as a platform. While Apple 
doesn't presently derive enormous rev- 





° . Michael А Cusumano, “More Lawyers than Pro- 
grammers?", Communications of the ACM, July 
2004, Vol 47, No. 7. 

? Miguel Helft and John Markoff, “Google Enters 
the Wireless World", The New York Times, 
November 6, 2007. 
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enue through third-party Apps, the sig: 
nificance of having thousands of App: 
(and billions of downloaded applica 
tions) is that it establishes iPhone a: 
the must-have phone. Android threat 
ens this dominance. 

There is an underlying philosophi 
cal parallel in Google’s forays into the 
world of Apple's iPhone and Microsoft: 
Windows. The iPhone/Apps is a closed 
proprietary platform. Apple retains ful 
control and can approve or disapprove 
any App for whatever reason. Rejectec 
applications typically are the ones that 
threaten the economic objectives o! 
Apple and its partner AT&T (e.g., Apps 
that enable voice calls that bypass 
AT&T). This is where Google ran ді. 
rectly into Apple's path when it intro- 
duced Google Voice, which Apple ге. 
jected (after which the Google CEO, not 
necessarily in response, stepped off the 
Apple board). Google's Android, on the 
other hand, is based on open standards, 
runs on a Linux kernel, and involves a 
different set of economic incentives (so, 
for example, Google Voice runs on An- 
droid-based mobile phones). Google's 
initiatives in mobile and VOIP tele- 
phony could therefore diminish the 
profit potential of existing telecommu- 
nications firms and device makers. 

Exciting times lie ahead. And, while 
all signs point to a continued rivalry be- 
tween Google and Microsoft, you never 
quite know what lies ahead. The big 
players in the computing industry are 
each other's foe's on one battlefield or 
the other—and, sometimes it is better 
to be a friend with your enemy's enemy, 
even ifthat firm is also your own enemy. 
For example, Microsoft and Nokia are 
competitors on mobile operating sys- 
tems, but they just formed an alliance 
to counter Blackberry which is their 
common enemy; similarly, Google and 
Apple are foes on mobile operating sys- 
tems but have been friendly in other ar- 
eas. So it is quite conceivable that in a 
few years Microsoft and Google will ac- 
tually come close together to fight some 
other firm that begins to dominate the 
market. It could be Apple, or someone 
else, anyone's guess at this time. в 
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India’s IPO market, which was comatose for over a year, looks all set to 
make a smart comeback, as a clutch of IPOs, including some big-ticket 
PSU disinvestments, are slated to hit the market soon. 





fter a long hiatus of nearly 19 
months, primary market is 

nce again buzzing with activi- 

ties, as a host of IPOs look set to tap the 
market in the near future. Already fire- 
works were seen on the Dalal Street as 
investors lapped up shares in the state- 
run NHPC, which hit the primary mar- 
ket in August 2009. The issue was over- 
subscribed more than 23 times, as mar- 
ket participants cheered the first major 
disinvestment of UPA 2.0. Now all eyes 
are on the IPO of the petroleum giant 
Oil India Ltd., which is set to hit the 
market in September 7. With the latest 
Budget’s renewed emphasis on the 
government’s disinvestment program, 
more PSUs could be expected to hit the 
primary market. Besides, a clutch of 
new issues are lined up from the private 
sector that includes names like JSW 
Energy, Great Eastern Energy, and re- 
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alty major BPTP. So far this year, only 
five new issues, including Mahindra 
Holidays and Excel Infoways, tapped 
the market, raising $707.1 mn, accord- 
ing to the research firm Dealogic. How- 
ever, the primary market is expected to 
witness hectic activities in the coming 
months, as about 44 new issues, includ- 
ing some big-ticket IPOs like BSNL, 
UTI Asset Management, Air India, OIL, 
and RITES, besides some banks in the 
public sector and Anil Ambani-owned 
Reliance Communications among oth- 
ers from the private sector, are expected 
to hit the market soon to raise a huge 
Rs 77,500 cr, as against just about Rs 
22.000 cr tapped through this route in 
2008, according to Thomson Reuters. 


Driving factors 
The revival in the market sentiment is 
attributed to improved liquidity sce- 


nario in the domestic market and con- 
tinued buying by the FIIs, which are 
back this year with a bang and have 
helped revive investor sentiment. For- 
eign portfolio investment in the country 
crossed $7.3 bn, as on July 31, 2009, as 
against the net outflow of $11.9 bn in 
2008, while the number of FIIs regis- 
tered with the Sebi has gone up from 
1,594 to 1,679, during the said period. 
Hitesh Agarwal, Head of Research at 
AngelTrade, observes, “The recovery in 
global sentiments, improvement in li- 
quidity and the return of the risk appe- 
tite amongst investors have all lead to 
vibrancy coming back to the secondary 
markets and consequently the primary 
markets.” He adds, “Further, consider- 
ing that India is a growing economy and 
companies constantly need capital to 
grow, they were just waiting for an op- 
portune time to raise capital wherein 
they could get a fair value for their com- 
panies." The successes of first, Adani 
Power, which was oversubscribed by 
21.64 times, and NHPC, which has © 
been the largest IPO issue so far in In- 
dia, do suggest that the risk appetite of 
investors has improved tremendously 
since last October when the global fi- 
nancial crisis hit investors hard. The 
current enthusiasm clearly indicates 
the revival in the sentiment among the 
investors. The ongoing capital market 
reforms too have played their part in 
boosting investor confidence in equities. 
Several measures towards boosting li- 
quidity and investor protection have 
helped revive the IPO market. For in- 
stance, after making IPO grading man- 
datory two years ago, the market regu- 
lator, in another significant move, re- 
cently issued a guideline introducing 
the concept of ‘anchor investor’. Further, 
Sebi has taken various initiatives to 
promote and boost trading in the pri- 
mary and secondary market like 
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“There are definitive signs of revival in the primary market, which is clearly visible from the 
response that the Mahindra Holidays and the Adani Power IPOs received.” 
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Do you see revival signs in the IPO market, given the plethora of DRH 
filed by Sebi? 

Haldea: In reality, there is no rush of IPOs, it is only a media 
hype. Despite the secondary market on an upward trend since 
March this year, we have had only four IPOs/FPOs raising Rs 
443 cr, and now we have Adani Power and NHPC. There was 
a huge expectation that this Budget would set the right tone 
for the secondary market, a prerequisite for the primary mar- 
ket. The immediate market reaction has shown that it is not 
very impressed. A sense of stability in secondary market is 
critical for IPOs to happen. This is because, one, when the 
appetite for listed stocks is minimal, to expect new issues to 
find favor is hard; and second, an issuer has to take a call of a 
stable market at least 30 days ahead of the time it requires 
to open and list an IPO. Since this stability/continued buoy- 
ancy is still not being seen, IPOs are not happening. As many 
as 17 companies are holding Sebi approval for months now to 
raise Rs 6,900 cr but are not daring to enter the market. 
Typically, Sebi approval is the last hurdle, yet companies 
have been sitting on these approvals for months now. The 
issuers are finding even the future outlook uncertain. This 
can be seen from the fact that despite nearly 700 companies 
wanting to do an IPO, just a handful of four companies have 
filed their offer documents with Sebi since April this year. So 
where is the rush? 

There are, as of now, only another 17 companies who are 
awaiting Sebi approval to collectively raise a meager Rs 
3,800 cr. So, at best, the next 3-4 months can see only 34 
companies (holding and awaiting approval) hit the market. 

Mahindra was a case of a braveheart—a good company 
willing to compromise significantly on valuations to be able 
to raise capital and grow, rather than eternally wait for a 
‘good’ market. I am very disappointed that the government 
has not taken a lead in kick-starting the primary market. 
NHPC has been holding Sebi approval since September 
2008. Why was this IPO not floated all these months or at 
least immediately after the election results were announced? 

The government is acting greedy, like a private promoter 
trying to maximize his returns. It should compromise on 
small losses in pricing to get real returns post-listing. As an 
example, in the case of four PSU IPOs that happened in the 
last five years, the value of the government holding has gone 
up nearly three times from Rs 80,791 cr on the issue date to 
Rs 2,09,624 cr presently. What is the opportune time for 
which the government is waiting? 

Agrawal: There are definitive signs of revival in the primary 
market, which is clearly visible from the response that the 
Mahindra Holidays and the Adani Power IPOs received. 
Also, the keenness with which the markets are awaiting oth- 
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ers like NHPC, Oil India, BSNL, etc. indicates that there is 
substantial appetite amongst investors for IPOs. 
Nainani: Yes, there are ample signs that indicate the re- 
vival of the IPO market. 

What has led to the revival in the sentiment in the IPO market? 
Haldea: Some hope has been rekindled in the primary mar- 
ket, and that is substantially on account of the revival of 
some sorts in the secondary market. 

Agrawal: The recovery in global sentiments, improvement 
in liquidity and the return of the risk appetite amongst in- 
vestors have all led to vibrancy coming back to the second- 
ary markets and consequently the primary markets. Fur- 
ther, considering that India is a growing economy and compa- 
nies constantly need capital to grow, they were just waiting 
for an opportune time to raise capital wherein they could get 
a fair value for their companies. Thus, the improvement in 
investor sentiments and the acceptance of equities once 
again led to the resurrection of the IPO market. 

Nainani: Secondary markets which had fallen sharply 
across the globe have recovered smartly from low levels. 
DOW has recovered from the low of sub 6,500 levels to 9,100 
level. Nifty too has recovered from the low of 2,500 to 4,600 
levels, which has built up the confidence in the retail inves- 
tors. The economy is also showing early signs of recovery 
which has further strengthened the belief of investors. 

What are the risks and rewards involved for the investors? 
Haldea: There is very little that a retail investor can do 
given his competence and time. Even understanding the of- 
fer documents is difficult because these are voluminous and 
highly technical. Despite this, an investor should at least 
read the risk factors and, more importantly, focus on the 
promoters. On a practical level, he should depend on the 
institutional investors for guidance. This can be done by 
looking at pre-IPO placements and then seeing the open 
book which is being built. If the Qualified Institutional Buy- 
ers' (QIB) response is healthy, he can presume that enough 
due diligence has been done by these knowledgeable inves- 
tors about the company and its offer price. More impor- 
tantly, if he is taking more of a trading rather than an in- 
vestment decision, he should typically sell on the listing 
date and take the profits home. IPOs are typically floated in 
buoyant markets and these almost always list at a pre- 
mium ranging from 10 to over 100%; that is a good return 
over a 21-day horizon. 

Agrawal: All the risks that are involved while investing in 
a company in the secondary market are existent in an IPO 
too. In fact, on many occasions, the track record of the com- 
pany becomes a debatable issue in terms of its execution 
capabilities, as these need to be judged only on the basis of 
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UNAUDITED FINANCIAL RESULTS FOR THE QUARTER ENDED 30-JUN-09 


(Rs. In crore) 
Unaudited Audited 
Three months ended Year to date 
30-Jun-09 30-Jun-08 31-Mar-09 












‚ Ме! sales / Income from operations 
2. Expenditure 





a) Increase (-) / decrease (+) in stock in trade -127.39 
b) Consumption of Stores & spares 213.52 
c) Employees Cost 421.10 
d) Selling Exps incl. Freight out 854.18 
е) Depreciation & DRE 77.02 
f) Other Expenditure 361.41 
TOTAL 1,799.84 
3. Profit from operations before interest & exceptional items (1-2): 9,764.19 
4. Other income 884.04 
9. Profit before interest & exceptional items (3+4) 6,648.23 
6. Interest - 
7. Profit after interest but before exceptional items (5-6) 6,648.23 
8. Exceptional Items - - - 


9. Profit before Tax (7--8) 


10. Tax expense 398.39 507.18 2,275.85 
11. Net Profit from ordinary activities after tax (9-10) 773.75 981.31 4,372.38 
12. Extraordinary Items (net of tax expense Rs.-) - - - 


13. Net Profit for the period (11-12): 





14. Paid-up Equity Share Capital: 396.47 
Face value per share Ве.1/- 
15. Reserves excluding revaluation reserves 11,240.44 
16. EPS for the Period (Rs.)-Basic and diluted before and after extraordinary items 11.03 
(Not Annualised) (Annualised) 
17. Public share holding 
- Number of Shares 6,40,54,620 
- Percentage of shareholding 1.62 
18. Promoters and promoter group shareholding 
a) Pledge / Encumbered 
- Number of Shares - - 
- Percentage of shares (as а % of the total shareholding - - 
of promoter and promoter group) 
- Percentage of shares (as a % of the total share capital of the company) - - - 
b) Non Encumbered 
- Number of Shares 3,900,661,380 | 3,900,661,380 | 3,900,661,380 
- Percentage of shares (as a % of the total shareholding 100.00 100.00 100.00 
of promoter and promoter group) 
- Percentage of shares (as a % of the total share capital of the company) 98.38 98.38 98.38 
SEGMENT WISE REVENUE, RESULTS AND CAPITAL EMPLOYED 
UNDER CLAUSE 41 OF THE LISTING AGREEMENT (Rs. In crore) 







Unaudited Audited 
Three months ended Year ended 
30-Jun-09 30-Jun-08 31-Mar-09 


1,275.63 1,672.25 
2.4 0.9 
1,278.05 1,673.15 
964.00 1,324.72 9,941.27 
12.72 -2.62 -22.13 
976.72 1,322.10 5,919.14 
195.42 166.39 729.09 











1. Segment Revenue (net sale / income from each segment) 
a) Iron Ore 
b) Other Minerals & Services 
Total 
Less : Inter segment revenue 
Net sales / income from operations 
. Segment Results (profit (+)/loss (-) before tax and interest from each segment) 
a) Iron Ore 
b) Other Minerals & Services 
Total 
i) Less : interest 
ii) Add : Other unallocable income net off unallocable expenditure 
Total Profit before Tax 








7,559.11 
4.92 
7,564.03 








го 























3. Capital Employed (Segment assets-Segment Liabilities) 
a) Iron Ore 1,620.23 629.40 1,766.58 
b) Other Minerals & Services 18.54 -4.94 58.52 


с) Other offices 
Total 


1. Sales revenue of iron ore has been recognised as per the revised sale prices with effect from 01-04-2009 

2. After complying with the conditions imposed by the Hon'ble Supreme Court, the Panna Diamond Project has commenced its operations from 19th Jun 2009. 
Consequently the provision for impairment of assets amounting to Rs. 15.37 crore has been reversed and credited to Depreciation in the current quarter. 

3. Ithas been decided to lease / sell the plant and machinery of Silica Sand Project, Lalapur and action has been initiated accordingly. There is no change in the status of 
UPFO plant, which is under'care' & maintenance’, 

4. The Company has received 'NIL' complaints from investors and therefore, complaints lying unresolved at the quarter ended 30-Jun-2009 be treated as "NIL" 

5. The above results have been reviewed by the Audit Committee at its meeting held on 29-July-2009 and approved 


10,452.22 8,444.57 9,527.80 





by the Board of Directors at its meeting held on 29-July-2009. For and on behalf of NMDC Ltd. 
Sd/- 

Place : Bangalore ! : WWW mr (Rana Som) 
Date : 29-July-2009 | Website: .nmdc. ц Chairman-cum-Managing Director 
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the promises made in the IPO document. Further, manage- 
ment pedigree remains another issue. 

Nainani: Merchant bankers and company management 
have learned from last year’s experience that aggressively 
priced IPOs are not good for their reputation. Investors lose 
money and in turn the faith. Companies with sound track 
record and goodwill only dare to come forward with IPO in 
uncertain times. Pricing of IPO is also reasonable and some- 
thing is kept on the table for the investors. Investors tend to 
gain as promoters and lead managers become cautious. 

What measures should be taken by Sebi to eradicate practices like 
‘fly-by-night’ etc.? 

Haldea: When IPOs were hitting the market on a regular 
basis in the past few years, many raised concerns about the 
quality of paper. Regrettably, these people were still carry- 
ing a hangover of the 1990s when there was not only poor 
quality but also aggressive pricing, then easy, as the entire 
issue had to be sold only to the retail, which could be easily 
hyped. The quality of issues has now improved dramatically, 
courtesy tighter entry norms and better vetting, both at Sebi 
and at the two national stock exchanges. Other factors in- 
clude greater due diligence by a few surviving merchant 
bankers, dominant role of law firms in due diligence, provi- 
sion for public comments, greater media coverage and analy- 
sis, and most importantly, compulsory participation of 50% 
by the more discerning QIBs that were introduced only with 
a view to validate IPOs for the small investors (against 
100% retail audience in the 1990s). 

Little wonder, almost all IPOs in recent years have been 
from established companies; none from greenfield projects 
by new promoters. There have been fewer but larger issues, 
which mean larger companies. The average IPO size in the 
1992-93 to 1996-97 period was Rs 6.96 cr (4,380 IPOs). In 
the four-year period of 2004-05 to 2007-08, this rose to 
Rs 349.42 cr (259 IPOs). This time around, as such, there are 
no ‘vanishing’ companies; each IPO company is existing and 
is being traded. What remains of concern is misuse of issue 
funds, where very little has been done both by Sebi as well as 
by the Ministry of Corporate Affairs. This should be a major 
focus area going forward. 

Agrawal: Over the years, Sebi has done a commendable job 
at improving the transparency in the primary and the sec- 
ondary markets, which reduces substantially the possibility 
of any undesired event from occurring. While the norms in 
the case of an IPO are already quite stringent, greater check 
on promoter background and mandatory rating of small 
(sub-Rs 50 cr or Rs 100 cr) IPOs by accredited rating agen- 
cies would help protect investor interests, as there is greater 
scope for investors losing money in such IPOs. 

Nainani: Sebi should ask more powerfrom the government to 
punish the promoters who cheat the public. Sebi should force 
company and merchant bankers to refund the full amount of 
allotment if the stock trades in discount after listing for first 
six months. Promoters and lead managers should be liable for 
punishment for any wrong or misleading disclosure. 
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Any other comment? 

Haldea: Another area is on IPO pricing. In both fixed priced 
IPOs as well as book built IPOs, it is the issuer who sets the 
price; in the former, it is a single price, and in the latter, it is 
a price band. The band is discussed informally by the issuer 
in pre-IPO road shows with some institutional investors. So 
*true price discovery by the market through book building" is 
a myth. QIB portion (which in any case should be reduced to 
25% or 30%) should be auctioned, without any price indica- 
tion, to the QIBs who are supposed to be experts in valua- 
tions, and the allotment to them should be done on a top- 
down bid price basis. The retail should be offered a fixed 
price, which can be the lowest of the QIB accepted bids. This 
way, the issuer would maximize the proceeds, QIBs would be 
happy as they got the desired number of shares (instead of 
proportionate small allotments) at the price they were will- 
ing to buy, and the retail gets a fixed low price. 

Less than 596 of household savings go into the capital 

markets. We need to look at measures that could be taken 
to encourage greater participation in the equity markets. It 
is a question of confidence, policies, processes and investor 
education. Confidence will be generated if we reduce the 
number of malpractices/scams and take adequate and 
swift action against the offenders. Policies will have to be 
retail-oriented. Take the case of minimum public 
shareholding. Under the present dispensation, the retail 
gets allocation of a meager 3.596 of a company's capital in 
its IPO. Processes have become very cumbersome and ex- 
pensive. Multiple KYCs, IDs, documentation, etc. deter a 
typical small investor. Finally, people need to be made fi- 
nancially literate. Time has come to launch a national mis- 
sion to make people understand their financial needs and 
options at different life stages. Otherwise, people will ei- 
ther not invest or continue to make wrong decisions, lead- 
ing to losses and further dissuasion from the equity invest- 
ing. Moreover, we should encourage retail to come through 
mutual funds. For this to happen, mutual funds would 
need to be deprived of corporate investments to bring their 
focus on retail investors. We should also finally put an end 
to the Participatory Notes, which by most accounts are hot 
speculative money, bringing volatility, an anathema for 
small investors. 
Nainani: Merchant bankers should favor the retail inves- 
tors rather than the company. Pricing of issue should be very 
conservative. Promoters should not be greedy. Bunching up 
of issues in short period of time to take advantage of good 
market conditions should be avoided. 


*Chairman & Managing Director, PRIME Database 
Praxis Consulting & Information Services Pvt. Ltd., Alaknanda, New Delhi 


**Head of Research, Angeltrade, Andheri (E), Mumbai 


tIndependent Stock Market Analyst 
Expert in Derivatives Products-Futures & Options 
Portfolio Management, IPO & Mutual Fund Advisor, Gujarat 
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revising the existing fee structure by 
50% for the entry of intermediaries like 
brokers and FIIs, and also has scrapped 
the entry loads on mutual funds. It has 
also introduced the concept of ‘anchor in- 
vestors'. Such an investor can subscribe 
up to 3046 of the quota reserved for insti- 
tutional investors in an IPO. *Having big 
names as anchor investor will help IPOs 
as this will improve the confidence of 
probable investors," said Dara J 
Kalyaniwala, Vice-President — Invest- 
ment Banking at Prabhudas Lilladher 
Capital Markets. Primarily, anchor in- 
vestors would quote the price of the 
company's shares in advance, making it 
easier for other investors to quote their 
price. Adani Power, which tapped the 
market recently, became the first pri- 
mary market issue to implement the 
concept of anchor investors under the re- 
cently announced Sebi guideline. Five 
foreign institutional investors, which in- 
cluded names like T Rowe Price and 
ECOFIN, together bought 5.25 crore eq- 
uity shares or 18% of the total issue size 
ofthe Ahmedabad-based energy firm be- 
fore it hit the primary market on July 28. 


Rub-offs from reforms 

However, it is the PSU disinvestment 
program that is going to be the biggest 
driver of the primary market in the 
country, believe analysts. They say that 
the second term of the government has 
triggered the upsurge in the investor 
rally, with major public sector compa- 
nies eager to get into the primary mar- 
ket. According to Prithvi Haldea, Man- 
aging Director, Prime Database, “If the 
UPA government seriously implements 
the divestment program, it would set 
the tone for the revival of the primary 
market." A slew of public sector under- 
takings from Coal India Limited to 
BSNL which could not tap the primary 
market in the previous stint of the UPA 
government are expected to take their 
IPO wings in its second term sans the 
Left which played the party pooper. 


Concerns remain 

However, amidst the rush on the part of 
especially the retail investors to hitch a 
ride on the IPO bandwagon, market ex- 
perts caution that such investors need 
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to carefully evaluate the stock value 
and prospects of the firm concerned be- 
fore they proceed, as the equity valua- 
tion/grading carried for these compa- 
nies are done in the Pre-IPO phase and 
it does not tell about the sustainability 
of the performance of the firm. Hence, 
investors need to do proper investment 
due diligence on their part as well and not 
merely rely on hearsay or advice on 
friends/brokers. Some experts even cau- 
tion that the sudden surge in risk appe- 
tite of global investors may be overdone 
and that such investments may recede in 
the wake ofthe new realization that their 
recovery bets may be off the mark and 
that it would take a little longer than they 
expected the global economy to recover. 
Already, major global indices took a se- 
vere beating on August 17, on reports 
about weak consumer data from the US 
and also amidst reports that recovery in 
some European nations like Germany 
and France and Japan's recovery from a 
perennial recession might not be sustain- 
able. Besides, markets across the globe 
were also down on anticipations of tighter 
monetary regime in China. Besides, the 
rising government spending in major na- 
tions has also raised concerns over the 
growing fiscal deficits, which may lead to 
flight of foreign capital into safe havens 
like the US treasuries. This, in turn, may 
dampen the liquidity flows in the emerg- 
ing markets. 

Also, the sentiment in the primary 
market could weaken in the absence of 
quality issues and a deluge of issues 
from new/start-up companies with not 
much information about the 
sustainability of their businesses and 
also fears about misuse of IPO pro- 
ceeds, post-issue. As speculations are 
ripe about the financial capability of 
the new companies, a section of experts 
believe that the best bet would be to 
bank on companies in the same indus- 
try with proven track record to negate 
any losses. "Why would you pick up the 
shares of a new company when shares of 
companies in the same industry with 
proven track record are available in the 
secondary market." reckons Mukesh 
Dedhia, Director at Ghalla & Bhansali 
Dedhia. To tackle the latter issue, the 
government is reportedly planning to 


set up a specialist office to keep a tab oi 
the usage pattern of post-issue ргосее 
of companies which hit the IPO market 
Further, any reversal in the secondar 
market sentiment too could spoil th: 
party in the primary market. “The IPC 
market always picks up only after a pro 
longed bull run in the secondary mar 
ket. The moment there are any ba 
signs in the secondary market, the pri 
mary market becomes muted," said : 
fund manager. Valuation in an IPO i: 
another major issue which investor: 
need to take note of, as many IPOs ir 
the past which were overpriced have 
turned in disappointing returns for in 
vestors who speculated to make quicl 
listing gains; also, many other IPO: 
have also delivered negative return: 
post-listing due to reasons like pooi 
performance or negative investor out. 
look, etc. According to Nainan: 
Narendra, an independent analyst, 
"Merchant bankers and company man- 
agement have learned from last year's 
experience that aggressively priced 
IPOs are not good for their reputation. 





In the Pipeline 
IPOs with Sebi (2009) 
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Рірауау Shipyard Ltd. 


Gujarat Intl Finance Tech-City 10,030 


Air India 
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Astec Lifesciences Ltd. 
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Chiripal Industries Ltd. 75 


Gini & Jony Ltd. 
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Infinite Computer Solutions (India) 114.75 


Radiant Info Systems Ltd. 125 


India Bulls Power NA 
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Post-Listing Performances 


Price % Gain/loss 
10 Best Performing Stocks Issue Current , 
Shree Ashtavinayak Cine Vision 16000 71100 434438 Information. 
Alkali Metals 103.00 289.85 A 181.41 ж Ж” 
Kiri Dyes and Chemicals 150.00 409.90 A 173.27 
Everonn Systems India 140.00 361.00 A 157.86 
Power Finance Corporation 85.00 215.35 A 153.35 
ICRA 330.00 834.85 A 152.98 
Alliec Digital Services 190.00 436.80 a 129.89 
Power Grid Corporation of India 52.00 108.60 д 108.85 
Redington (India) 113.00 233.65 д 106.77 
Reli | 
gare Enterprises 185.00 382.00 a 106.49 lus tra tion. 
10 Worst Performing Stocks 
Time Technoplast * 315.00 42.90 у -86.38 
Porwal Auto Components 75.00 10.03 v -86.63 
IVR Prime 550.00 70.00 у -87.27 
Vijayeswari Textiles 100.00 12.50 v -87 50 
Dhanus Technologies 295.00 36.55 v -87 61 
Vishal Information Technologies* 150.00 17.70 v -88.20 
Anus Laboratories 210.00 12.25 v -94.17 
Take Solutions* 730.00 36.85 v -94.95 
Allied Computers International (Asia) 12.00 0.53 у -95.58 
Evinix Accessories” 120.00 3.45 v -97.13 


* Not adjusted for subsequent rights, bonus and splits. 
Source: monevcorntrol.corr 


Investors lose money and in turn the 
faith." He notes, “Companies with 
sound track record and goodwill only 
dare tc come forward with IPO in uncer- 
tain times." 


Caveat investors 

As the markets continue to be on a roll, 
the focus once again shifts to measures 
needed to protect the interests of the in- 
vestors, especially retail ones. Eradica- 
tion of malpractices like underpricing of 
shares by fly-by-night operators not only 
drives away the potential investments 
in the IPO market, but also makes the 
sustainability of the stock market diffi- 
cult, especially in the volatile economic 
conditions. Hitesh adds, “Over the years, 
Sebi has done a commendable job at im- 
proving the transparency in the primary 
and the secondary markets, which re- 
duces substantially the possibility of 
any undesired event from occurring." He 
adds, *While the norms in the case of an 
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IPO are already quite stringent, greater 
check on promoter background and man- 
datory rating of small (sub-Rs 50 cr or Rs 
100 cr) IPOs by accredited rating agen- 
cies would help protect investor inter- 
ests, as there is greater scope of inves- 
tors losing money in such IPOs.” 
Nevertheless, with major IPOs like 
OIL India, BSNL, and Air India among 
others in the pipeline, there is definitely 
more in store for the investors as far as 
the primary market is coneerned. “Mer- 
chant bankers should favor the retail 
investors rather than the company. 
Pricing of issue should be very conserva- 
tive,” suggests Narendra. “Prometers 
should not be greedy. Bunching up of is- 
sues in short period of time to take ad- 
vantage of good market conditions 
should be avoided,” avers he. For inves- 
tors, as an old advice goes, caution re- 


mains the best friend. в 
- Amit Singh Sisodiya and Ramana Pemmaraju 
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Made in China 


Going Global 
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Despite China being the global manufacturing hub, top Chinese 





companies oddly remained without identities in the past. However, 


branding has become the new buzzword in mainland China and 
business leaders are rethinking their next strategy for growth, beyond 


low-cost proposition. 


f we pick up almost any consumer 
product in the US, Western Europe 
and other Asian countries, we are 
likely to see ‘Made in China’ on the la- 
bel. and it is no surprise that the main- 
land boasts of itself as the ‘Global low- 
cost supplier’. The forces behind China’s 
sustained economic miracle are low- 
cost labor, massive infrastructure in- 
vestment, industrial zones, and more 
importantly, conducive policies. Thus, 
Chinese companies have long been sell- 
ing goods to the world market and gen- 
erating trillions of dollars in trade sur- 
plus. As the trade surplus grows, so 
does its ability to invest in building glo- 
bal brands. 
China Inc. is increasingly concerned 
about the weakened US dollar and the 
subsequent fall in demand globally, 
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and of course about the rising material 
and labor costs. The global financial cri- 
sis is adding further urgency to the 
movement, as Western consumers are 
turning to value brands at a time when 
China's reputation for quality has been 
negated by product-related scandals. 
For years now, Chinese companies have 
been trying to develop global brand 
names. In the process, China has a few 
global brands Же Haier, TCL, and 
Lenovo, etc. In the mainland, these are 
all respected brands, deriving substan- 
tial revenue from global markets. How- 
ever, when compared to brands like 
IBM, Sony, Nokia, Cisco and Apple, 
Chinese brands receive hardly the same 
recognition around the world. Despite 
the large aspirations of businesses and 
the Chinese government, People's Re- 


public of China is yet to create g] 
brands. 

Asian companies like Hyun 
Samsung, Sony and Toyota havı 
ready traveled the globalization : 
successfully and recognized that b: 
value is the key to unlock sharehc 
wealth. However, the experience 
these companies reveal that becomi 
global brand is not an easy one. 
even more difficult for Chinese cor 
nies which are deeply entrenched 
the image of poor quality, low sé 
and cheap. Many companies in C 
have struggled with quality issue 
these concerns remain, the ‘Mad 
China' label will continue to hii 
China's initiatives to create gl 
brands. 


Will they flag on foreign territo 
The simplest answer is ruthless coi 
tition in the domestic market. In : 
product categories, hundreds of cor 
nies are competing for the ma 
share, and generating profits are nc 
easy task. For instance, in cars 
other motorized vehicles segment, 
country has 150 licensed firms anc 
other 500 bicycle manufactures. § 
foreign companies have grabbed n 
of high-end domestic market, dom 
players are forced to compete on 
and this has left less scope for іп" 
ment in R&D and marketing. On t 
these things, weak intellectual pror 
rights are acting as a drawback for 
nese brands going global. Compa 
that invest heavily in innovations c 
make it big globally, but in Chir 
could easily be stolen by rivals. In 
recent past, Cisco, a world leade 
Internet solutions sued China-b: 
Huawei for copying computer ct 
used in routers. Finally, the case fo 
it to pull the contested products | 
the market. The ‘Made in China’ bı 
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has been marred by instances like pet 
foods and baby milk product disasters. 
^ A survey by Interbrand, a London-based 
consultancy, found that 6696 of 700 in- 
ternational business professionals 
cited ‘cheap’ as the attribute best de- 
scribing Chinese goods. However, 12% 
of respondents said that Made-in- 
China quality was improving, and 8% 
said that a low quality reputation pre- 
vents Chinese brands from succeeding 
in overseas markets. 


Spreading wings 
As the economy grows, Chinese compa- 
nies are making progress and are real- 
izing the need to move beyond their cur- 
rent stage of development. Some com- 
panies are moving on to the interna- 
tional stage to compete with the best in 
the world. Others are augmenting their 
capabilities to garner more market 
share against ever stronger domestic 
and global competitors. Chinese govern- 
ment is calling on local entrepreneurs to 
create companies that can innovate and 
churn out global brands with reputation 
for quality, innovation and service, so 
that the customers are willing to pay a 
premium for those products. It also di- 
rected state banks to make tens of bil- 
lions of dollars to companies that are 
eyeing the global market. 

Unlike in the past, today, the best 
' Chinese companies are putting pres- 
sure on industry leaders. Pricewater 
houseCoopers' recent report on the rela- 
tive attractiveness of emerging mar- 
kets for investment found that China's 
manufacturing sector has shot up from 
the 14^ position in PwC's index in 2008 
to become the 4% most attractive desti- 
nation in 2009. Leading Chinese com- 
panies like Haier and Huawei have 
shown ‘demonstrable success’ in ensur- 
ing quality control in the recent past. 
For instance, Huawei has grown from a 
small importer into a growing giant— 
revenue rose 43% in 2008 to more than 
$18 bn. The world’s leading company in 
telecom solutions is poised to overtake 
Nokia Siemens as the world’s second 
largest maker of telecom hardware, af- 
' ter Ericsson. 

Despite the recent turmoil in global 
financial markets, China's manufactur- 
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ing sector has strengthened and is mov- 
ing up fast on the services front as well. 
The Boston Consulting Group's (BCG) 
latest list of 100 global challengers or 
firms, “disrupting the established order 
of many industries," includes 36 Chi- 
nese companies, more than from any 
other country. This shows the outgrowth 
of Chinese companies in the recent 
past. In the process, to build global 
brands, some of the Chinese companies 
shifted the job of making cheap clothes, 


progression. I don't think that's a sur- 
prise and that is the way all brands 
need to go. It starts off with the manu- 
facturing (and then) moves to being a 
product developer and marketer." 


Being local is becoming global 

China's accelerate-outward integration 
into the world economy will bring ben- 
efits not only to the Chinese but the en- 
tire world economy. Becoming a strong 
leader by the sheer size of domestic 


As the economy grows, Chinese companies are 
making progress and are realizing the need to 
move beyond their current stage of development. 


toys, and electronics on to even cheaper 
labor markets, like Vietnam. In March 
2009, Haier, the world’s 4% largest 
white-goods manufacturer, announced 
that it was leaving direct manufactur- 
ing and concentrating on building the 
company's brand and service network. 
Kent Kedl, General Manager, 
Technomic Asia, a market strategy 
consultancy, reveals “It is a very natural 


market would mean a global leader too. 
The country accounts for 1.3 billion of 
the world’s population of approximately 
6.6 billion. Means one person out of ev- 
ery five in the world is a citizen of the 
People’s Republic. Thus, any company 
that wants to become a true global 
brand must need to have some presence 
in China too. If companies managed to 
get half of all Chinese citizens to buy 





Filter 1: Size 


Annual revenues over 
US$1 billion" 








Number of Companies 





China's top 500 
enterprises by size 


Companies with 
annual sales over 
US$ 1 billion 


Hong Kong based companies investing in Mainland Chi 


due to their rapid growth and global ambitions. 
Source: China Enterprise Confederation & IBM Institute for Business Value 


Chinese Industries and Companies with Global Potential 


Filter 2: Industry 
characteristics 

* Size and growth 

* Concentration levels 
* Export intensity 

* Government support 


Note: “The 32 companies include 100% wholly foreign enterprises, joint ventures and 
hina. 
" Several companies were just under the US$1bn threshold but passed our size filter 
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into their brand franchise means they 
already have 10% of the world market 
share in their pocket. On the other hand, 
US brands like McDonald's, Starbucks, 
KFC and Pizza Hut are exploding in a 
big way, with increasing consumer in- 
comes in China. For instance, 
McDonald's has over 800 restaurants in 
China and has plans to epen 5,000- 
10,000 outlets in the near future. Jeff 
Schwartz, CEO of McDonald's China, 
says, "The opportunities are endless, a 
blue ocean of opportunity for sure. 
China isn't content to simply be the fac- 
tory to the world. In fact, Chinese com- 
panies have ambitious plans to move 
up the value chain and reach past pro- 
viding the physical products behind glo- 
bal brands.” 


Opportunities for expansion 

Backed by strong cash reserves, credit 
and the will power to become global 
players, leading domestic companies 
are taking advantage of the tumbling 
stock markets in the US and Europe to 
increase their global presence. While 
Western companies have been wracked 
by the global financial crisis, the Chi- 
nese are all set to use their cash to 
make acquisitions. In 2008, Industrial 
and Commercial Bank of China pur- 
chased 20% stake in Standard Bank of 
South Africa, the largest bank by assets 
and earning. Similarly, most domestic 
companies are gearing up to increase their 
plans for international expansion in the 


On the Way Up? 


light of the global downturn. In the first 
quarter of 2008, direct investment by Chi- 
nese companies abroad grew rapidly, up 
353% to $19.34 bn, compared with the 
first quarter of 2007. Earlier, they focused 
on expanding into emerging markets, but 
are now looking for new opportunities in 
North America and Europe. 


Challenges 

With billion-plus consumers in the 
mainland, China offers significant 
growth opportunities without having to 
face the challenges of entering the glo- 
bal markets. Among the substantial 
challenges that Chinese brands face in 
going global, the key challenge for them, 
perhaps, is defining a proposition be- 
yond low price. Even the country of 
brand origin matters. Fascinatingly, 
people identify brands with the coun- 
tries’ history and culture. For instance, 
France is synonymous with luxury, Ger- 
many with efficiency, Japan with preci- 
sion and Italy with fashion. Similarly, 
China stands for low-quality products. 
Moreover, finding the right brand name 
is often a hurdle as many of the brand 
names are difficult to pronounce, espe- 
cially in Western markets. Brands like 
Roewe, Haier, Jahwa and Wuliangye 
are difficult to remember. Even going for 
acronyms like TCL, ICBE and CCTV 
may not solve the problem, as house- 
hold names like IBM and GE are with 
over 100 years of brand building experi- 
ence behind them. Professor Liu 


Currently, Chinese brands do not own distinctive attributes 
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Baocheng, Professor of Marketing at 
the University for International Busi- 
ness and Economics in Beijing, opines, 4 
“In spite of all the glitter and glamor on 
display, China has still not reached this 
final stage. A country that takes itself 
seriously and wants to participate in the 
global economy must be able to perform 
in all areas. And alongside production, 
that means R&D and branding.” 


Lessons 

The problem with many Chinese com- 
panies is that they focus on selling for 
the cheapest price possible rather than 
on creating brand image. This strategy | 
has often paid off, as most consumers in 
China lack brand savvy and less dispos- 
able income, compared to Americans. 
Therefore, it is difficult for Chinese 
brands to find their niche and develop 
sustainable brands. Despite that, 
Haier showed the way by successfully 
branding itself in the US. It reinvented 
itself for the US markets with a multi- 
purpose mini-refrigerator, which has 
rapidly gained in popularity. To show 
its commitment to quality control, 
Hairer smashed faulty refrigerators to 
emphasize the importance of quality. It 
has been witnessing 40% annual 
growth rate since 2000. By introducing 
niche but high quality products, Haier 
delivered unique value proposition to 
the US consumers. It clearly showed the | 
way for Chinese brands that go abroad 
and helped them understand what 
their value proposition is to consumers. 


Outlook 


China’s climb as a global economic 
power is giving rise to Chinese compa- 
nies with the potential to become global 
players in the near future. However, it is 
not an easy task, as they have to oper- 
ate in a new era of intense competition 
and open markets. At the end, only com- 
panies with clear, focused strategies 
and strong execution capabilities will 
be able to emerge as global leaders. The 
potential rewards are huge even for 
their foreign partners with whom they 
may form alliances to win in the global . 


marketplace, including China. и 
-N Janardhan Rao 
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Н INTERNATIONAL ECONOMY 


Opinion on whether the Chinese economy is in the midst of a boom- 
bubble-bust cycle is divided. However, as the liquidity glut swamps the 
Chinese mainland, a nervous world is watching with its fingers crossed. 


irst, the good news: the global re- One bubble too many 
ing signs ofta- Andnow, the bad news: along with signs 


cession is show! 
pering off, as six of the world's of global recovery. fears about the next 
d taking shape. 


top ten economies that were in the grip bubbles have also starte 


of recession have announced their And, worryingly, the next bubble could 
hat with hedge 


unhoped-for return to the growth path. be of Chinese origin, W 
While the worid's largest economy, the funds and institutional investors with 


US, could be finally leveling out, France loads of money to burn heading towards 


and Germany. which were expected to China, the hottest economy today with 


face a decline of 0.3% in their GDPs for а projected 8% GDP growth that towers 
the second quarter (April-June) of 2009, аг miles above that of any other major 
have recorded а surprise growth rate of economy. Reports indicate that the 
0.3% each, joining the list of the econo- Shanghai market index i$ up 60% since 
mies which are out of the red. With the beginning of this year, with trading 
China and India already growing at a equaling that of the New York Stock 


decent rate, albeit at a pace much slower Exchange. Thanks to the substantial 


than what they managed a few years increase in bank lending, which reached 


back, Brazil growing by 1.5% in the sec- 100096 year-on-year last December, the 
ond quarter, and Japan well out of tne Chinese real estate is booming, sending 
wood, this could oe the beginning ofthe the average prices of new homes up by 


end of one of the worst global recessions, 6.3% in 36 cities in June this year. 


as these economies account for about Ironically, the lending-triggered real 
half of world GDP in PPP (Purchasing estate boom in China—which many ob- 
Ps Gap servers have likened to the mortgage 





boom and the credit bubble in the US 
that engendered the current recession— 
has kindled fears about the egression of 
yet another chain of events with all the 
classical hallmarks of an asset bubble: 
excessive risk taking by banks, easy 
availability of loans, stretched-out 
valuations, and the inherent risk of loar 
defaults by borrowers and portfoli 
losses by institutional investors. 

The fears have further been com 
pounded by the overwhelming respons 
to China’s biggest homebuilder Chin 
State Construction Engineerin 
Corporation's (CSCEC) $7.9 bn IP 
(Initial Public Offering) in July tb 
year. CSCEC's debut trading came 
week after it sold 40% of its stake in t 
business for 50.2 bn RMB ($7.3 b 
Though the debut of the world’s bigg 
IPO this year was expected to be stro 
the IPO's 56% surge оп its Shanghai 
but in July was beyond expectation 
an ample indication that vast inve 
funds are driving speculation. AY 
able government data indicates 
the Shanghai Composite Index pc 
its best monthly gain in two yea! 
July, following the lifting of nine-™ 

moratorium OD IPOs when inve 
opened more than 700,000 accout 
trade stocks in the first week of Ал 
the most since January 2008. 

Besides the funds from abroa 
rise in lending from Chinese 
linked banks, aimed at infusing 
ity and helping the economic ret 
and the Chinese government's сі 
ment to spend about $585 bn in 
lus measures, with much of 
marked for building infrastructi 
also fueling the rally, leading to 
ened concerns that a property а: 
bubble is in the making. 


Liquidity glut 
The concerns took a definitive 
July 29, 2009, when the Shang 
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posite Index fell by 5%, in what is seen 
as its biggest single day drop this year, 
Р after the CSCEC's successful IPO rein- 
forced the fears of market overheating. 
The immense response to CSCEC’s IPO 
is viewed as a sign of too much specula- 
tive froth in the market. Says Wang 
Mingzhi, Analyst with GF Securities: 
“The jump is obviously driven by specu- 
lative funds. It’s hard to find a rational 
explanation.” The 81% gain registered 
by the Shanghai index this year, before 
the 5% fall, and the mounting property 
prices are believed to be indications 
that some of the record 7.37 tn RMB 


АР- ($1.1 tn) of bank loans have been fun- 


neled into stocks and housing. Concurs 
Construction Bank President Zhang 
Jianguo: ^We noticed that some loans 
didn't go into the real economy. I feel 
that some industries are expanding too 
rapidly. For example, housing prices are 
rising too fast, and housing sales are 
growing too fast." 

While China's lending boom, the 
reason for the current liquidity glut, has 
helped Chinese economy grow this year 
at a healthy rate, compared to other 
major economies of the world, indica- 
tions are that the lending has flowed 
into stock and real estate markets and 
speculative inventories, driving up 
prices and creating what many perceive 
as a bubble to support the economy. 
. Though some observers reckon that 
there would not be as much liquidity in- 
flow for the rest ofthe year as in the first 
half, the fact remains that the current 
excessive liquidity, which is stretching 
valuations and overheating the market, 
is already an ample cause for concern. 


Chinese Ponzi 

Interestingly, Andy Xie, a former Mor- 
gan Stanley chief Asian economist, has 
compared the Chinese asset markets to 
the Ponzi scheme (a fraudulent invest- 
ment scheme in which high profits are 
promised from fictitious sources and 
early investors are paid off with funds 
raised from later ones). “Chinese asset 
markets have become a giant Ponzi 
‚ scheme,” avers Xie. “The prices are sup- 
ported by appreciation expectation. As 
more people and liquidity are sucked in, 
the resulting surging prices validate the 
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expectation, which prompts more 
people to join the party. This sort of 
bubble ends when there isn't enough li- 
quidity to feed the beast." However, li- 
quidity is not a constraint in China, at 
least not yet. While loans grew 24.4% in 
the first half this year to 7.4 tn RMB, 
the loan-deposit ratio increased only to 
66.6% in June, from 65% in December 
2008, which means a lot of the borrowed 
money was not spent on activities in the 
real economy but merely supplied lever- 
age for asset market transactions—a 
hint that China's property market is 
following a course very similar to what 
was seen in Hong Kong in 1997, says 
Xie. In short, the near doubling of the 
Shanghai Composite, since its lows in 
November last year, and the frenetic 
trading in Chinese stocks have all the 
trappings of a bubble. Sample this: the 
turnover on China's stock market 
touched $63 bn on July 29 this year, 
which is more than the combined vol- 
ume of $58 bn registered on the same 
day on New York, London, and Tokyo 
exchanges. No wonder Xie considers 
China a giant Ponzi scheme. 


Bubble or boom? 

Coming from someone who, in his own 
words, has “a reasonably good record at 
calling bubbles in the past,” Xie's judg- 
ment needs to be given some serious 
consideration. Xie contends that 
China's property market has been bid 
up to levels where rental yields on com- 
mercial real estate are negligible, leav- 
ing price appreciation the only source of 
return. And the price bubble leads to 
overbuilding, resulting in bust and a 
surge in bad loans. He further adds that 
the stock market is in the final frenzy, 
with excess liquidity inflating the 
bubbles. While a weak dollar and 
strong exports have led to the massive 
liquidity buildup and the bubble, the 
inevitable will happen, says Xie, when 
the dollar becomes strong again and 
sufficient amounts of liquidity leave 
China to pop the bubble. In other words, 
what is occurring in China now is no dif- 
ferent from what happened in other 
emerging markets in the past: a weak 
dollar has led to bubbles in happening 
and emerging economies in the past and 


to the all-too-familiar burst when the 
dollar turned around. 

However, some experts argue that 
the current high asset prices in China 
are not a sign of a bubble, but a reflec- 
tion of the nation's high growth poten- 
tial. Vincent Chan, a Hong Kong-based 
Analyst at Credit Suisse Group AG, 
feels that it is ^not a full-blown bubble 
yet,” but cautions, “If a healthy correc- 
tion does not happen in the next few 
months and the market continues to 
surge ahead, fundamental investors 
should start to worry.” The general im- 
pression is that the Chinese govern- 
ment would resort to administrative 
measures like hike in stock trading du- 
ties and market-oriented means like 
pushing more supplies of new shares 
into the market to cool off the over- 
heated market only when it feels that 
such an intervention is needed. 

“I don’t think we're in a bubble,” says 
Chen Li, Beijing-based Strategist at 
Harvest Fund Management Co., part- 
owned by Deutsche Bank AG, which 
oversees about $22 bn, including a por- 
tion of the national pension fund. “This 
is a recovery story that is one of the 
strongest and most convincing in the 
world.” While such optimism is not 
shared by everyone, how far the bubble 
goes depends on what sort of liquidity 
policy the government follows. And if 
the reports emanating from the Middle 
Kingdom are anything to go by, the gov- 
ernment may act to ensure that bank 
loans are not diverted into the stock 
market. This was made clear when 
China’s banking regulator told lenders 
on July 27 to ensure that loans intended 
for investment in fixed assets go to 
projects that support the real economy. 
And on July 30, the regulator an- 
nounced its intentions to tighten the 
rules governing working capital loans. 

While the events in China may not 
have a direct and immediate impact on 
many economies, how the Chinese au- 
thorities handle the situation is bound 
to be of interest to governments as well 
as market observers all over the world. 
For, surely the world economy can do 
without another bubble burst. в 

— R Venkatesan lyengar 
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Soaring Prices 


‘Food’ for Thought 





Relentless rise in food prices has raised alarm bells across the globe, 


Wal 


amidst falling yield. shifting crop pattern and a truant weather, making 
food unaffordable for millions of world's poor. 





etail food prices in India rose 
sharply by 3246 in the last two 

:ths to July. According to the 

latest government data, prices of essen- 
tial commodities, including lentils, 
sugar, groundnut oil, tea and potato, 
had jumped substantially during the 
period. Internationally too food prices 
have escalated sharply in recent times, 
as major food producing regions like 
India, China, Brazil, etc. are facing er- 
ratic rains that led to flood in some 
parts while drought in several others. In 
India, for instance, already 161 dis- 
tricts out of 600-plus have been de- 
clared as drought-hit owing to erratic 
monsoon so far this year. The impact of 
this is now reverberating in interna- 
tional markets which depend on im- 
ports of such commodities as sugar, rice 
and pulses among others from India. 
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Sugar futures, for instance, in New York 
rose to their record highs at 20.7 cents 
on August this year, their highest in the 
last 28 years since April 2, 1981, 
amidst concerns of a worldwide produc- 
tion deficit, as leading producers like 
India, China and Mexico face supply 
constraints. India, the second largest 
producer after Brazil, is now depending 
on imports to meet the sudden surge in 
demand during the approaching festive 
seasons in September-October. Sugar 
production in India has been affected 
badly due to a number of factors such as 
lower crop because of scanty rains, and 
also, farmers shifting to other crops due 
to the usual delayed payments from 
sugar mills. The situation has also been 
aggravated by the closure of several 
sugar mills in the country. According to 
the India Meteorological Department 


(IMD), the average monsoon rainfall 
was deficient by 25% in the country for 
the monsoon period June 1-August 5, 
while sowing of crops was down by a 
fifth. In China, the third largest pro- 
ducer, globally, output may trail de- 
mand by as much as 1.5 million metric : 
tons next year, as the acreage used to 
grow cane decreases, said a report in 
IST, a news agency. Mexico, another 
leading producer, has set an import 
quota of 393,000 tons until December to 
cover a drop in output. A smaller Mexi- 
can crop will tighten supplies to the US 
and boost prices, the report quoted John 
Sheptor, Imperial Sugar Co's Chief Ex- 
ecutive Officer, as saying. Among other 
notable commodities to register a sharp 
spike in their prices is tea. Tea prices 
have been hitting new highs in recent 
times, rising almost a third in the last 
one year on similar concerns of droughts 
and lower output in leading exporting 
nations like India, Kenya, and Sri 
Lanka. The wholesale price of the best 
black tea, ог BP1, touched $3.69 a kilo- | 
gram at the weekly auctions in 
Mombasa, Kenya in early June, while 
the wholesale prices of the highest qual- 
ity black tea have more than doubled 
from a decade low of $1.75/kg in Decem- 
ber 2001, reported Financial Times. In 
case of India, the prices have risen two- 
thirds, which is the highest in the last 
10 years. The spike in prices has been 
due to poor harvest in these nations. 
According to the United Nations Food 
and Agriculture Organization (FAO), 
tea production in India fell 15% be- 
tween January and April, whereas in 
Sri Lanka too production was lower by 
41% during that period, while in Kenya, 
the output fell 7% during January- 
March period. 

However, it is the prices of pulses 
like tur dal which have raised the hack- 
les, especially in India, as soaring prices 
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increase." 


What factors have led 10 the sudden upsurge in the Í 
Several factors 
and magnitude of 


panic in the global market. Added to this 
supply of food from continued 
lia and reduced production in Ukraine. 
responsible for initial surge in 


due to higher prices, continued to buy 
lation from hunger and starvation. J ointly, 
sulted in the upward spiral of the food prices 
To what extent rising energy 
sible for the same? 


form of continued 
to short supply of 
energy policies in the 
are also interconnected, since 


Do you think that by implementing ad hoc trade 
sountries have aggravated the price volatility of 
Countries responded to food crisis not just 


but taking the po 


have made popular delicacies like idly, 
vada and dosa beyond the reach of the 
common man. Tur dal prices im the 
southern city of Hyderabad crossed 
Rs 100 a kg at stores like Big Bazaar in 
July. In other major cities, including 
Chennai, Bangalore and Delhi, too 
prices have long gone past Rs 90 per kg, 
raising fears of it crossing even Rs 150 


“Restricting the volume of tradin 


the food price upsurge. The nature 
factors to 


increase is still debated. The food price increase started with the 


drought in Austra- 
While these factors were 
the prices, later, 
that were rather perverse resulted in 


food importing countries which should be reducing 
more to protect their popu- 
markets. Future tr 


demand and also climate change are respon- 


tion and transportation 1s constituted by energy cos 
policy interventions, a few 


food grains? 

based on economics, 
‘tical economy into consideration. Thus, m 
many cases, the policy responses were not econ: 
but politically justifiable. Yes, price volatility 


ood prices, globally? with the reactive policy respo 
without such responses, 
and more people exposed to vulnerability. 
Will the reduction of importing barriers 
racco, Peru and Senegal) affect the global food demand and oricin 
To the extent countries are 
and import barriers will increase 
ever, the magnitude of such increases will depend on the : 
tity of food imported and 
imports in West 
could be a significant factor in 
то what extent does the speculative activity —fut 
market—impact commodity pricing? 


food price 


ported. Rice 


the panic factor 


their demand 


these factors re- 
Ad hoc banning of 


needed food during 


omically rational 
in fact increased 


the peak festive season. 
Other categories of pulses such as 
channa dal, urad dal, and moong dal too 
have seen prices spurt substantially in 
the last few months. According to esti- 
mates, pulse cultivation is down 30% 
this year. Major tur dal producing re- 
gions like Karnataka, Andhra Pradesh, 
and Maharashtra have so far received 


per kg during 


is 


grain reserves have no 
SARCC food Security reserve was not useful when t 
the 1998 floods. 


*Senior Research Analyst, 


нын o a 2.0 
в Suresh Chandra Babu’ 
01$ not necessarily the final solution to reduce pri 


nses of the countries. Howe 
there could have been more speculz 


by a few countries (Nigeria 


net importers, reduction in 
the global demand for food. 


the nature of the commoditie 
African countries, for exa 
the global rice demand. 

ure trading in con 
Do you think that there sh 


and the policy responses 

further increases in the prices. For example, countries which restrictions on the volume of commodity trading? 

should be ideally selling their food grain stocks in the interna- Restricting the volume of trading is not necessarily th 

tional market to take advantage of the global price increases, solution to reduce price increase. Allowing traders to res 

were banning their exports of food grains. On the other hand, changes in the market prices will enable better manage! 
rices. What 1s needed is the stability in the policies 


р 

countries for the producers and traders to have confidenc 
ading is one way 
the future trading will not only rec 
confidence of the participants in the market but also 
long-term growth and 
What role do you foresee 


higher food prices, as kets to bring orderliness in global food 
While countries have responded to food 


change is a long- bal situation, one could justify these responses base 
absence of clear global mechanism to ensure the aval 


to establish that con 


maturity of the marketing syste 
for international financial and agricul 
prices? 

crisis based 0! 


mechanisn 
policies and speculative beha\ 


also results from wrong 

medium and longrun. Energy and food prices national and global markets. 
How practical 1$ the idea to build a globally managed grain re 

the 


compliance of the countries 
crisis. Even the regioni 
t functioned well. For exe 


International Food Policy Rest 
(IFPRD, Wast 


scanty rains this year. Earli 
food prices in many regions 
to a farm strike in Arg! 
world's second biggest expt 
cultural commodities, hal 
of food items like soya, со 
etc. The protests by fari 
Latin American country 
prices of wheat (which also 
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Global Food Scenario: Highlights 





È High food prices persist in 


developing countries despite an improved global cereal supply 


situation and sharp decline in international prices. This is affecting access to food of large 


numbers of low-income vulnerable populations. 








Global cereal stocks are anticipated to increase sharply at the end of 2008-09 season, mainly 


reflecting the record cereal output in 2008. 
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of poor production), soya, corn and meat, 
internationally. 

Ironically, even as global agencies 
like the United Nation’s FAO forecast 
improved production and hence supply 
in the immediate future, this has failed 
to stabilize global food prices, which 
have put the governments across the 
globe in a firefighting mode, as millions 
of the world’s poor find food out of their 
reach. 


A complex scenario 


ж After lying low in the mid-half of 2008, 


are prices reverting to the levels last 
seen in 2007 and the first-half of 2008? 
Maybe not. For instance, in its April 
2009 forecast, the Food and Agricul- 
ture Organization (FAO) of the United 
Nations said, “In spite of strong gains 
in recent weeks, international prices of 
most agricultural commodities have 
fallen in 2009 from their 2008 heights, 
an indication that many markets are 
slowly returning into balance, in sharp 
contrast to what was witnessed this 
time last year.” The benchmark FAO 
Food Price Index fell by a third in June 
year-on-year, reflecting the fact that 
prices eased off from last June’s peak. 
It said that though world cereal pro- 


. 4, duction in 2009 would fall by 3% from 


the record level of last year, still the 
supply outlook for 2009-10 remains 
satisfactory due to ample carryover 
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In the Low-Income Food-Deficit countries as a group, the 2009 cereal production could remain 







stocks. For instance, in case of wheat, 
the agency forecasts the global produc- 
tion to stand at 655 million tons in 
2009, down about 5% from last year's 
record, but still well above the average 
of the past five years. Among another 
positive, it forecasts that in the Low- 
Income Food-Deficit countries as a 
group, the 2009 cereal production could 
remain around the good level of 2008. 
But it added that food emergencies 
persist in 31 countries worldwide de- 
spite good 2008 cereal crops in many of 
the countries normally most at risk 
from food insecurity, and that in 58 de- 
veloping countries, an analysis of do- 
mestic food prices shows that the lat- 
est prices are higher than a year earlier 
in 7896 of the cases, and higher than 
three months earlier in 4396 of the 
cases. Of all, the mostly affected re- 
gions are the sub-Saharan African 
countries, it said. 

But some studies project a con- 
trasting picture. For instance, a recent 
BBC column commented, “It is some- 
thing of a puzzle to explain why food 
prices have started to rise again." The 
analysis was referring to the fact that 
many of the economies are still in re- 
cession post-the financial crisis that 
imploded in mid-2008 which left mil- 
lions of people jobless and those in the 
jobs seeing their take-away salaries 
shrink drastically as companies re- 





duced or stopped perquisites. This, 
coupled with improved production (and 
add to that lower oil prices), should 
have calmed the skyrocketing prices. 
However, it has not. *Food prices re- 
main relatively high in these circum- 
stances suggests there has been a 
structural shift in the balance of sup- 
ply and demand for food,” the BBC re- 
port said. Similar views have been ex- 
pressed by many other commentators 
who fear that “agricultural commodi- 
ties prices have returned to levels last 
seen at the start of the 2007-08 food 
crisis,” reports ЕТ. The strong demand 
from emerging economies like China, 
in particular, for cereals, soya and 
meat, etc. have pushed up prices of 
agri-produces like soybean, corn and 
wheat prices to new highs, even as de- 
mand has failed to catch up owing to 
drought in Latin American nations 
like Argentina, which has proved dev- 
astating for crops like wheat, falling 
yield and land under cultivation in 
places like India. 

The role of speculative activities on 
the part of large institutional inves- 
tors, hedge funds and sovereign funds 
in spiking prices can also not be ruled 
out, say some experts. Traders say 
hedge funds and other big institutional 
investors, including sovereign wealth 
funds from the Middle East, have 
poured money into the agricultural 
market, helping to drive commodities 
prices higher as the US dollar weak- 
ens. “Agricultural markets are fairly 
nervous,” FT quoted Sudakshina 
Unnikrishnan, an Agricultural Com- 
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modities Analyst at Barclays Capital, 
as saying. “We are net in the comfort- 
able food surplus environment of the 
1980s and 1990s,” she told. 

In a more recent commentary, Food 
Outlook, June 2009, the FAO confirms 
such fears as it says that although food 
prices on international markets have 
fallen from their 2008 highs, prices are 
volatile and the cost of basic food com- 
modities in many developing countries 
remains high. Food prices had risen 
75% since 2005, and world food stock 
reserves are at their lowest level 
across nations at 27.4 million tons in 
2008 from 47.4 million tons between 
2002 and 2005. 


More to it than meets the eye 
Besides the current challenges, there 
are other perennial issues like rising 
global population, rapid urbanization, 
shift on the part of farmers from regu- 
lar crops to corn and others for the pur- 
pose of producing biefuels, global 
warming, and natural calamities like 
drought and flood, which are adding to 
the supply woes. According to Susan 
George, *Famines represent the final 
stage in an extended process of deepen- 
ing vulnerability and fracturing of so- 
cial reproduction mechanisms, this 
food crisis represents the magnifica- 
tion of a long-term crisis of social re- 
production stemming from colonial- 
ism, and was triggered by neoliberal 
capitalist development.” In the colo- 
nial era, colonies were used as supply 
zones of raw material and food to Eu- 
rope. But post globalization, developed 
nations with their technically ad- 
vanced farming have bumper agricul- 
tural produce and made exports of food 
supplies to the food searce nations, glo- 
bally. This resulted in undermining 
the food production problems at the 
domestic level, neglect of “local produc- 
tion for local consumption,” and deple- 
tion in grain reserves. 

Natural calamities too have aggra- 
vated the situation. Throughout the 
globe, 2008 and 2009 will be recorded 
as period of natural calamities (supply 
function) with drought in Australia, 
Ukraine, Tanzania and South Africa 
and China, floods in West Africa, 
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Bangladesh and Indonesia, and North 
Europe recording highest tempera- 
tures. All these factors affected the ag- 
ricultural produce adversely. Besides, 
the trend of shift of agricultural land to 
commercial usage has replaced 
greenfields with concrete jungles. It 
was also accelerated by the fact that 
using underdeveloped countries as ag- 
ricultural products dump yard by the 
surplus agricultural produce nations 
to protect their own farm-belt states 
led to the neglect of the very important 
principle of self-sufficiency in agricul- 
tural produce. Further, increase in fuel 
price also made agricultural produc- 
tien expensive with fuel price inflating 
the production costs of pesticides, fer- 
tilizers and transportation. 

This resulted in the fall of food grain 
production globally, pushing the tradi- 
tional food exporting countries like 
China, India, Russia, Thailand, Cam- 
bodia, Argentina and Vietnam to im- 
pose strict restrictions on exports, caus- 
ing a fall in food grains supply globally. 
Moreover, the increasing middle-class 
population in emerging econemies with 
their enhanced earning power has 
changed the food eating habits substan- 
tially. The consumption of meat in Bra- 
zil has increased by twofolds to 197 
pounds per annum per person, China's 
intake quadrupled to 109 pounds of 
meat per person in a year. This led to an 
increase in the consumption of pork and 
beef, increasing the quantity of corn 
used to feed animals, inflating the price 
of corn and meat considerably. To pro- 
duce one pound of beef, seven pounds of 
corn are used; one pound of pork takes 
6.5 pounds of corn, and for producing one 
pound of chicken, it takes 2.6 pounds of 
corn. 

Further, the increase in the produc- 
tion of biofuel using food grains as raw 
material has eroded a substantial por- 
tion of agricultural farm area and farm 
produce for human consumption. As if 
this is not enough worry for the two bil- 
lion people who are hungry and under- 
nourished, a few economists think that 
the ‘weak dollar’ has a major influence 
on the increasing grain price. They say 
that there is no shortage of food and 
that the skyrocketing prices are the re- 


sult of the declining value of dollar, 
which is making the grain price too ex- 
pensive. This holds true in case of coun- 4 
tries whose currency is pegged with 
dollar; as dollar depreciates, the price 
of raw materials and food grains in- 
crease, as more dollars are required to 
buy the same quantity of food grains. 
Even for countries that have a floating 
currency system, this is true, as dollar 
happens to be the global currency. 

Thus, the depreciating dollar has 
pushed new flow of investments into 
commodity trading, causing hoarding 
and unwarranted trading in commodi- 
ties. The Economist observes that if 4 
this situation continues, then it will re- 
sult in hostilities between the rural 
and urban population. The problem 
will be severer in urban areas with in- 
crease in immigration from rural areas 
in search of livelihood, leading to a rise 
in unemployment and in the costs of 
necessities like food, clothing and shel- 
ter, leaving the proportion of income 
available to meet other immediate 
needs like health and education de- 
creased drastically. Moreover, as per 
FAO reports, 30 countries across the 
globe will need assistance from devel- 
oped nations to come out of this crisis, 
which is still remains complicated 
with the presence of conflict, lack of se- 
curity, natural calamities and socio- 
economic unrest. | 

Besides, there are other factors like 
depleting underground water reserves, 
increasing costs of inputs like fertiliz- 
ers, pesticides and transportation, 
rapid urbanization which is reducing 
the land available for cultivation, 
change in dietary habits, growing food 
consumption in emerging economies 
like China and India, and so on. And it 
looks like high food prices are here to 
stay, unless and until production is 
boosted substantially. 


Radical solutions needed 

The global food crisis, which is affect- 
ing two billions of people across the na- 
tions, has properly been dubbed as a 
‘silent tsunami’. To overcome this cri- . 
sis without any further delay, econo- 
mists have proposed the idea of in- 
creasing the relief aid and change in 
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food policy. The first thing that can be 
implemented is to decrease the pro- 
duction quantity of biofuel, which, ac- 
cording to the International Food 
Policy Research Institute, has in- 
creased the global commodity prices by 
one-third. Lester Brown, agricultural 
economist and founder of the Earth 
Policy Institute. expressing his views 
on the negative impact of biofuel on 
food prices, said, “Do with ethanol dis- 
tillers what we’ve dene with grain pro- 
ducers for decades. If we want them to 
produce less grain, we would say that 
in order to be eligible for support price, 
you should have to cut back your acre- 
age 15% this year, and farmers did 
that. They understood the USDA was 
trying to balance world supply and de- 
mand. You could do the same thing 
with ethanol distilleries.” 

Moreover, the US, which contrib- 
utes 50% of the world foed aid, needs to 
modify its policy to meet the needs of 
the present situation. This is because 
US caters to the food aid to foreign na- 
tions by supplying its surplus crop pre- 
duce, which appreximately comes up to 
$2 bn per annum. This surplus crop is 
purchased by the US government and 
shipped in US carriers which travel 
thousands of miles for reaching the 
destination. Then the agricultural pro- 
duce is handed over to a humanitarian 
agency, which transports the food stock 
to the final destination, selling the 
food at highly reduced prices or some- 
times even distributing it for free. The 
US’s act of supplying its surplus pro- 
duce to hungry nations has been 
viewed by many international aid or- 
ganizations as counterproductive and 
inefficient, as the prolonged presence 
of foreign commodities drives prices in 
local markets southwards and makes 
local farming unprofitable. This has 
resulted in a drastic fall in the lecal 
agricultural production, thus increas- 
ingly making the poor nations depen- 
dent on food aid rather than helping 
them come out of the hunger cycle. 
Care, the world’s largest charitable or- 
ganization, has announced that it will 
decrease its dependence on US govern- 
ment aid in phases and would request 
for aid in cash rather than in food. Aid 
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in the form of cash will help the local 
people purchase the local produce, 
which will encourage local production, 
thus reducing their dependence on for- 
eign aid in the long run. Echoing the 
same, Jennifer Parmelee from World 
Food Program, said, “Cash enables us 
to purchase closer to the area in which 
we want to deliver the food, which 
means it will be at a lower price, it will 
cost less to transport it, and it gets 
there faster.” 

Increasing the yield size is also im- 
portant to overcome food crisis. For ex- 
ample, research is being carried over 
in Africa, which has puny agricultural 
yields when compared to the rest of 
the nations. Rockefeller Foundation 
and the Bill and Melinda Gates Foun- 
dation, along with the World Bank, 
are investing hundreds of millions of 
dollars in Africa, in particular, to 
train and empower poor farmers and 
native researchers by providing farm- 
ers with vouchers to buy fertilizers at 
subsidized rates. Gary Toenniessen of 
the Rockefeller Foundation, observed, 
“In Kenya, a bag of fertilizer may cost 
2,000 shillings, and the voucher pro- 
vides 1,500. In Malawi in 2006 and 
2007, vouchers for fertilizer helped in- 
crease production 50%.” The Bill and 
Melinda Gates Foundation has do- 
nated $306 mn to increase agricul- 
tural yields in the-developing nations, 
and approximately $165 mn was allo- 
cated to improve the soil quality for 
agriculture in Africa. According to 
Rajiv Shah, Director for agricultural 
development, Gates Foundation, 
"There is so much (untapped) poten- 
tial, and that could go a long way to- 
ward helping address the price issue 
around the world." 

Another remedial measure could 
be to curb the excessive speculative ac- 
tivities in the commodity market, as 
some experts advise. As increase in 
commodity trading increases the 
chance of building a bubble, which may 
hit the farmers very bad. To address 
this, experts suggest restriction of the 
contracts a speculator can hold in a pe- 
riod of time and the upper limit on 
price. According to Darin Newsom, 
Commodities Researcher at DTN, one 


possible solution could be to move 
their traditional risk-hedging activi- 
ties into other types of swap contracts 
in which the impact of speculators is 
less apparent, essentially shifting to a 
different corner of the market until ex- 
isting futures trading cools off. 
Countries can also opt to remove 
trade barriers which are so important in 
times like this to augment their own 
stock and contain spiraling prices. Coun- 
tries like Russia and Argentina have in- 
troduced export barriers to protect do- 
mestic food supply, while India has in- 
troduced minimum price levels on ex- 


ports of non-basmati rice. India is also . 


from time to time relaxing the import 
duties to curb food price-led inflation. 


Commitment is what we need 

The spike in food grain prices is a 
mighty challenge and can only be 
solved through the joint crusade by de- 
veloped and developing nations. In the 
words of Ali Gurkan, Head of the FAO's 
Food Outlook program, "There is no 
one cause but а lot of things are coming 
together to lead to this. It's hard to 
separate out the factors." As the world 
population hovers at 7 billion and 1s 
expected to reach 9.1 billion by 2050, 
the shortage of food has to be ad- 
dressed immediately to avoid another 
mass famine in sub-Saharan countries 


of Africa and bring the growing food 


prices under control. This calls for cre- 
ating food security for the rural masses 
by reducing poverty through improved 
fertilizers and agricultural seeds qual- 
ity and making them available to 
small agricultural farmers, building 
better agricultural markets at various 
levels, improving infrastructure and 
information to small farmers in par- 
ticular and all agriculturists in gen- 
eral, and last but not the least, manag- 
ing natural resources with due dili- 
gence. The planet is ours and it is each 
individual's responsibility to contrib- 
ute to preserve Mother Earth and pro- 
tect each other from hunger and star- 
vation in his/her own way, meaning- 
fully and righteously. = 


— Amit Singh Sisodiya and Sudesh Gonela 
Reference # 01M-2009-09-10-01 
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Microfinance 


Deadline for Target or Turmoil? 





While the potential for growth in the microfinance sector is huge, there 
are systemic and growth-related issues that need to be addressed for 
the sector to realize its full potential. 


- Monika Goel 


Faculty, Lal Bahadur Shastri Institute of Management, Delhi 


- Somdeo 
Professor, University of Rajasthan, Jaipur 





im Rohn’s words that we must all 

suffer one of two things, either the 

pain of discipline or the pain of 
regret or disappointment, are very rel- 
evant in the case of microfinance, which 
is heading in the direction of disap- 
pointment for lack of discipline or con- 
trol. The sector has grown by leaps and 
bounds in the past five years with fan- 
tastic recovery rates and minimal de- 
linquencies. The size of microfinance 
services seekers in India is still esti- 
mated to be nearly 250 million people 


-ж or nearly 75 million households, of 


whom around 60 million are rural and 
15 million are urban households. 
Among the rural poor, 50% are landless, 
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43% are from scheduled castes and 
tribes, 43% are wage earners, and in 
66% of families, most of the adults are 
illiterate. 

The potential for growth in the sec- 
tor and its exponential success as a 
business model have made it an avenue 
for investment for commercial inves- 
tors. It is difficult to believe that many 
NGOs like SKS, Share Microfin, etc. 
have even changed their basic ideology 
from developmental to commercial. In 
2000, SHARE was one of the first MFIs 
to convert to a for-profit Non-Banking 
Finance Company (NBFC). This was 
the beginning of transformation of the 
microfinance industry in India, from one 


dominated by NGOs to an industry led 
by professional financial services com- 
panies. 

Microfinance activity in India, as on 
date, is conducted primarily under two 
business models: the SHG Bank Link- 
age Program (SBLP) and the 
Microfinance Institution (MFI) Model. 
The former, SBLP, has a philanthropic 
agenda where a Self-Help Group (SHG) 
is developed, nurtured and monitored 
by an NGO by promoting savings and 
thrift among members. The savings of 
the members is the corpus of the SHG 
which is used as seed money for raising 
loans to enhance their existing liveli- 
hood opportunities or to shift to alter- 
nate livelihood opportunities. After one 
self-sufficient life cycle is completed, 
the SHG is linked to a bank for external 
financing purpose. On the other hand, 
the MFI model is more of a commer- 
cially-oriented model, where the MFI (a 
non-deposit taking NBFC or a Section 
20 company) borrows funds or raises 
equity from various sources for lending 
primarily to ‘not so poor people’ for mul- 
tiple purposes. 


Systemic shift from SBLP to MFI 
model 

The brightest stars in the microfinance 
universe now are those companies that 
are using the for-profit model under the 
MFI approach. It is evident from Chart 
1 that the sector is witnessing a rapid 
transformation. The growth rate of 
MFIs is far higher than that of SBLP. 
As reported by NABARD in its yearly 
reports, the rate of growth of loans by 
banks to new SHGs is declining year by 
year (from 32% in 2002 to merely 11% 
in 2007). On the other hand, the portfo- 
lio of MFIs, as reported by Sa-Dhan, an 
association of MFIs, has grown by 97% 
during 2009 as compared to 72% in 
2008. 
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It can be said that the market is now 
being captured by MFIs, the leading 
ones being SKS, Spandana and 
SHARE, for whom the sector is a sound 
investment opportunity rather than an 
engine for economic growth. Instances of 
use of force and pressure for recovery of 
loans have been observed in the state of 
Karnataka, the center of MFI activity. 
In order to meet their skyrocketing tar- 
gets, the executives of MFIs tend to 
over-lend to those who they consider as 
a potential customer. Surveys in 
Guntur district of Andhra Pradesh have 
found that there are clients to the ex- 
tent of 67% which are being served by 
two MFIs, and almost 32% are being 
served by three MFIs. Such incidents 
are showing how the quest for numbers 
is jeopardizing the basic objective of so- 
cial upliftment and increased outreach. 


High levels of leverage 


Leverage is generally used when the 
ability of a business to generate return 
on investments is higher than the cost 
of debt used to finance those invest- 
ments. While financial leverage can 
magnify return on investments, it also 
increases the level of risk in business. 
The major problem being faced by 
Indian MFIs is that they are not al- 
lowed to take deposits, for lack of m- 
vestinent grade credit rating. However, 
in the rush to grow at all costs, they are 
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increasingly leveraging their balance 
sheets (see Chart 2). They are borrow- 
ing funds from domestic and interna- 
tional markets to cater to the needs of 
the target group, which they describe as 
‘subprime market’, ‘missing middle, or 
‘low income groups, etc. As reported by 
Sa-Dhan, MFIs' borrowing from banks 
grew by 89% from March 2008 to March 
2009, after 104% in the previous 12 
months. End of March 2009, it 
amounted to Rs 99.2 bn. High debt eq- 
uity ratio of the level of 122.3 in the 
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The major problem faced by Indian MFIs is that 
they are not allowed to take deposits, for lack of 
investment grade credit rating. 


Microfinance Clients 
(NABARD's SBLP and MFis), in lakh persons, 2009 
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Indian microfinance sector has also 
been reported by Microfinance Informa- 
tion Exchange in its report “Perfor- 
mance and Transparency: A Survey of 
Microfinance in South Asia” in January 
2006. Against that, the level of Debt/ 
Equity ratio in Africa, Afghanistan, 
Bangladesh, Nepal, Pakistan and Sri 
Lanka was 4.2, 3, (1.5), 12.3, (19.7) and 
4.2 respectively. 


Need for private equity 
investments 

A legitimate response to the problem of 
excessive leverage in any fimancial sec- 
tor could be to leave it to the market to 
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determine the level of equity flows 
through the commercial decisions of in- 
vesting institutions such as commercial 
banks or investment funds. On the one 
side, there are Category-I MFIs like 
SKS and SHARE that have been of able 
to generate some funds as private eq- 
uity investments; on the other, it is get- 
ting extremely difficult for other MFIs 
to maintain capital which is sufficient 
to support their level of leverage. This 
has led to the development of innova- 
tive instruments like: 





2008 2009 


E NABARD (SBLP) m Sa-Dhan (>200MFis) 
a) Securitization (selling of identified 
portions of the portfolio) by MFIs to 
banks; 
Holding of MFI equity by clients of 
these institutions; however, this 
cannot be said to be a commercial 
and sustainable mechanism as 
most clients do not understand the 
concept of equity. They participate 
essentially because equity holding 
becomes a presumed precondition 
for obtaining a loan from the MFI; 

c) Offering of subordinated debt to fill 
temporary gaps in MFI equity; 

d) The ‘partnership model’ where the 
commercial bank contracts the MFI 
to offer microcredit services on its 
behalf—the MFI being the manager 
of the bank’s portfolio rather than a 
borrower from the bank; and 

e) The possibility of active wholesalers 
like SIDBI and ICICI Bank also tak- 
ing preference shares in transform- 
ing MFIs. 

In order to attract investments, the 
MFIs are also under pressure to gener- 
ate a high level of return on assets. In 
the process, they charge exorbitant in- 
terest rates from their clients. By using 
a high level of leverage, they produce a 
return on equity to the tune of 25-40% 
pa. Similar instances of high leverage 
and use of exotic derivatives in order to 
generate above normal returns have 
been observed in the US, which led to 
the subprime crisis. The private equity 
investments are in expectation of huge 
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profits on the lines of the shareholders 
of Compartamos (a Mexican bank spe- 
+cializing in microfinance, which had 
started its Ше as an NGO and made ап 
initial public offering of 30% of its 
stocks on Wall Street in April 2006), 
who were made multimillionaires by its 
IPO. The investments in SKS by Se- 
quoia Capital and in SHARE Microfin 
by Legatum Capital are a clear signal of 
complete commercialization as “inves- 
tors now have a clear line of sight to- 
wards an exit”. Poverty has now become 
a big business in India. 


> Need for regulation 


Instances of high leveraging and prac- 
tices of over-lending and forceful recov- 
eries in the financial services industry 
are possible only when it lacks strict 
prudential regulation. The sector, as of 
now, is working with a plurality in regu- 
latory mechanism—RBI, and Central 
and State governments of India. Though 
MFIs organized under the NBFC struc- 
ture are governed by RBI regulations, 
there is no specified regulator for MFIs 
constituted as Section 25 companies, 
trusts and societies. The Microfinance 
Development Bill, 2007, which pro- 
poses to make NABARD a regulator for 
such MFIs, has still not seen the light of 
the day. Further, the proposed bill does 
not seek to bring the MFI activity under 
the NBFC structure under its purview. 
The preamble to the bill provides that it 
seeks to regulate the Microfinance Or- 
ganizations (MFOs) which are not being 
regulated by any law for the time being 


in force. The NBFCs working as MFIs 
do not fall under the definition of MFO 
provided in clause 2(e) of the Bill. 

It is also very difficult to anticipate 
the level of regulatory powers of 
NABARD as and when the Act comes 
into force. It is the need of the hour that 
MFI activity is strictly monitored and 
regulated as in case of banks and other 
financial institutions. Concerns on such 
issues have also been raised in the mon- 
etary policy of 2008-09. In the wake of 
the issues discussed above, it is very 
important to check the highly leveraged 
borrowings and asset liability mis- 
match in the sector. 


RBI measures 

Considering the threat of disaster from 
the kind of business practices being fol- 
lowed by MFIs, the RBI has tightened 
the capital adequacy standards from 
10% to 12% for NBFCs with asset size 
of Rs 100 cr and above, last year. How- 
ever, taking into account the difficulty 
in raising equity capital in the current 
economic environment, it was decided 
in the Annual Statement for Monetary 
Policy for the year 2009-10 to defer the 
implementation of CRAR of 1296 to 
March 31, 2010 and of 15% to March 31, 
2011. 

The disclosure norms in respect of 
the systemically important non-deposit 
taking non-banking financial compa- 
nies (NBFCs-ND-SI) have been re- 
viewed and they are now required to 
make additional disclosures in their 
balance sheets from the year ending 
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March 31, 2009. These disclosures re- 
late to CRAR, exposure to real sector 
(both direct and indirect), and maturity 
pattern of assets and liabilities. 

Further, in view of the possibilities 
of leveraged investments and asset li- 
ability mismatch resulting from use of 
short-term sources to fund NBFC ac- 
tivities, RBI has extended the system of 
half-yearly reporting to NBFCs-ND-SI 
as well; until now, this was applicable 
only to deposit taking NBFCs. The re- 
turn will comprise: (i) Statement of 
short-term dynamic liquidity; (ii) 
Statement of structural liquidity; and 
(iii) Statement of Interest Rate Sensi- 
tivity. 


Concerns remain 

Informality in the functioning of 
microfinance has for long been consid- 
ered vital for the growth and flexibility 
of the sector in order to replace the usu- 
rious moneylender. However, keeping 
in mind the level of leverage, the size of 
outreach and the growth of operations, 
it is urgently required to bring the 
MFIs under prudential regulation to 
check the tendency to engage in cre- 
ative (but not necessarily prudential) 
financing. Growth management, fi- 
nancing and competition-related is- 
sues also need to be addressed as soon 
as possible by a regulating agency, be 
it NABARD or RBI. It is very impor- 
tant that necessary changes are made 
in the Microfinance Development Bill, 
2007. The NABARD Act also needs to 
be amended to give it teeth as a regula- 
tor. If the sector continues to pose such 
systemic risks as it does in this legal 
vacuum, time is not far off when we 
would see a subprime crisis in Indian 
microfinance sector, which may have a 
daunting impact on the economy as a 
whole. These concerns, along with the 
fear of possible distortion of 
microfinance's historical mission of so- 
cial improvement and women empow- 
erment, have raised a few topical is- 
sues, and also stirred a debate on the 
vision and mission of microfinance and 
raised a question whether this is what 
microfinance is all about. в 
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The Indian national carrier is іп a serious crisis and banking heavily on 
government-sponsored revival packages. But it may not be an easy 
flight ahead for Air India, as it is in the midst of violent cross winds. 





ir India (AD, the only domestie 
carrier that had retained 
omestic monopoly for a long 

time, has lost its dominant position in 
recent years—its losses mounted and 
market share plummeted precipitously 
in the last two years. A string of prob- 
lems starting from the botched merger 
with Indian Airlines, total manage- 
ment failure, lack of vision to develop 
responsive strategies, a change in the 
long-term strategic situation, current 
market pressures and, not the least, the 
high wage bill in the form of salary and 
incentives have placed the national car- 
rier in a spot of bother. Now it is crash- 
ing down in almost all areas. All the vi- 
tal signs—productivity of technical per- 
sonnel (two-fifth of international stan- 
dard), employee-to-plane ratio of about 
210 employees, compared to an indus- 
try average of about 150, number of 
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working hours per week of cabin crew 
(50-55 hours, compared with 70 in other 
airlines), to cite just a few—are indicat- 
ing that the airline is suffering from 
chronic sickness. Now, AI is contribut- 
ing around 10% of global airline losses, 
with just 0.35% of global traffic, and vir- 
tually is in abyss. 


A problem peculiar to Al 

In fact, airline business in the entire 
world is now bleeding profusely due to a 
variety of reasons, starting from rising 
oil prices to a slowing world economy. 
But in India, the problem ts more acute. 
Last year, in India, the aviation indus- 
try lost more than $2.5 bn—almost one- 
fourth of total global airline losses—de- 
spite accounting for merely 2% of the 
global traffic. Kingfisher Airlines, 
India’s largest airline in terms of mar- 
ket share, which reported a net loss of 


Rs 2.43 bn ($51 mn) in the « 
June, owes more than $199 : 
paid fuel bills and is survivin 
loans. Jet Airways recorded a 
$47 mn in the same period. ' 
aviation fuel prices, burdens 
and overcapacity should be I 
why India's private airlines : 
ing heavily. In order to raiset 
share at any cost, the airlu 
tickets well below cost. Mor 
cording to some estimates, 
chased twice as many aerople 
market could support. In ac 
competing airlines poached 
mechanics, staff costs escal: 
ing to the industry's woes. 
But the problems faced 1 
ment-sponsored AI are diffe 
the problems faced by the ott 
in the industry. Though, А] 
battered by ballooning fuel 
falling demand, its crisis is 
own making and manageme 
Now, the government has de 
it would do whatever it could 
around, and plans are on tl 
infuse equity and soft loan ir 
line. But it may not be an ea 


In royal mess 

AI, which is the offshoot of Tz 
founded by legendary JR 
1932, has for long adorned t 
one position among the Indi: 
Even in the 1980s, AI was to 
biggest and the brightest avi 
pect in Asia. Nevertheless, 
gan to deteriorate for AI sin 
2000s, and in 2006-07, it re 
ous proportions. In 2006-07, 
loss of Rs 541 cr and Indie 
loss was Rs 230 cr. In about 
from March 31, 2007 to Мат 
when AI and Indian Airlin 
the losses rocketed to a mu 
Rs 7,200 cr. Aviation expert: 
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m Hars Huber” 


“In the short-term, Al will retain a privileged position as long as the national pride in 
seeing it as the nation’s flag carrier remains. Over time, as competition on interna- 
tional and domestic routes increases, the basis for government favoring one carrier 
over another will diminish. In the end, A! will simply be an Indian airline, indistin- 


guishable from the other airlines.” 


Air india (Al), the only national carrier in India, is now in the red. 
What has led to the crisis at AI? 

Craig Lawrence: The crisis at AI has been fueled by three 
factors: a change in the long-term strategic situation, a fail- 
ure to develop a responsive strategy, and current market 
pressures. 

AT's privileged position in Indian aviation stands eroded 
in the new emerging strategic situation. It had operated as 
the national carrier in a highly restricted environment and 
thus, for a long time, retained its domestic monopoly. How- 
ever, it has been too slow in responding to competitive pres- 
sure from domestic players such as Kingfisher and Jet. On 
international routes, it has struggled against more service- 
oriented foreign rivals, especially from the Gulf states. 

The absence of a responsive strategy is highlighted by a 
cost structure that has remained bloated. For example, it 
has an employee-to-plane ratio of about 210 employees, 
compared to an industry average of about 150. Also, the 
current overhang of a significant fleet purchasing/leasing 
program needs to be reviewed when there is a decline in 
passenger numbers. 

However, current market pressures associated with the 

wider crisis in India’s aviation industry over the past year 
have pushed the carrier close to breaking point. Plunging 
passenger numbers and soaring fuel prices led to crushing 
accumulated losses in the past financial year. 
Hans Huber: There is nothing new about the chronic laek of 
competitiveness of AI or substandard value to the customer. 
What is new, indeed, is the financial abyss into which the 
carrier has been led by an apparent ineffectiveness in gover- 
nance and total lack of accountability. 

I don’t think that the term ‘national carrier’ bears much 
meaning in today’s Indian aviation: the behavior of all three 
major airlines in India has become pretty much the same, at 
the least as far as the strategic directions of the firms are 
concerned. What is different with AI is the fact that it never 
returned any dividends to its owner, the MoCA (Ministry of 
Civil Aviation). On the other hand, it repeatedly has re- 
ceived significant cash infusions, credit guarantees, etc. 
These practices have been criticized by the Auditor General/ 
Chief Comptroller of India before, but, as we see today, with 
no learning consequences for MoCA. Also, IPOs of AI had 
been promised by MoCA back in 2000, with renewed prom- 
ises for autumn 2008, but never materialized. Why should 
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an IPO of AI in the coming years be any more realistic, given 
that the situation both in AI and the financial markets has 
worsened significantly since then? If, by comparison, pri- 
vate airlines such as Jet Airways or Kingfisher burn their 
(or their shareholders’) money, sooner or later the question 
of accountability will be raised. We can already see how 
previously flamboyant owners of airlines now are 
downscaling their public profile. In the case of MoCA, ever- 
increasing infusions of money do not seem to present any 
problem. I don’t know any private airline (particularly if it 
is as poorly run as АТ) that could ask for Rs 8,000 from a 
private investor and stand a chance of obtaining it! 

How do you see the merger of Al and Indian Airlines? 

Craig Lawrence: The merger between AI and 
Indian Airlines has not been immediately successful. The 
marriage of an internationally-oriented carrier with a do- 
mestically-oriented one poses significant challenges. The 
key thing will be whether the successful aspects of each 
carrier can be reflected in the other one. In hindsight, it 
might have been better for AI to be taken over by a very 
commercially-oriented carrier to allow that commercial fo- 
cus to be rolled into the DNA of the nation’s flag carrier. 


li 


Hans Huber: As my grandmother said, “Putting two sick | 
people into the same bed doesn't make them healthy." The ' 


same reasoning may be applied to the ill-fated merger of 
Kingfisher/Air Deccan and, to a lesser extent, Jet Airways/ 
Air Sahara. All these mergers were not done independently 
from each other, but needed important backing from the 
MoCA to go through. MoCA gave the green signal to all 
these mergers within a couple of weeks (spring/early sum- 
mer 2008), while applicants for new operating licenses had 
been kept at bay for years. This fact alone speaks volumes 
about the attitude of MoCA towards competition and equi- 
table market access to Indian aviation. 

Management consultants and 'industry experts, many 
of them with links to trade associations or the industry/ 
political nexus itself, wholeheartedly endorsed these merg- 
ers. Synergies worth hundreds of crore rupees per year had 
been promised for the merged Al/Indian entity. Barely a 
year thereafter, the consultants were gone, and the same 
'experts' remain silent. Integration of operations of both air- 
lines has barely started, in spite of reduced demand for 
their respective services (which should make the integra- 
tion exercise easier, including the layoffs of unproductive 
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Air India 





staff, etc.) What the involved stakeholders (including 

, unions) did agree on very quickly was to buy brand new air- 
craft through apparently inflexible contracts to the tune of 
Rs 44,000 cr. 

This happened in an industry that usually acknowl- 
edges its cyclicality through dealings in options prior to 
passing final orders. Any student of Econ 101 understands 
the advantages of buying flexible tickets rather than bet- 
ting the farm on a purchase worth thousands of tickets that 
would cover all your air travel for the next 25 years, but with- 
out being able to exchange them! The easy part of the merger, 
i.e., some new marketing (including a code-share agreement 
with Lufthansa), some rebranding, and new menus and cut- 
lery can to a large extent be considered as window dressing. 

In particular, these measures did not provide any cost sav- 
+ ings to the company and were not effective in making the 
passenger forget the higher prices he/she had to pay after the 
merger. АГз market share, which had already dropped to an 
all-time low of 15.1% by April-June 2008, is reckoned to have 
decreased even further since then. 

Since ‘merger mania’ in aviation is still considered a 
panacea by vested interests, but rarely by consumers or 
those without access to air traffic in the first place, why not 
go all the way? How about merging Jet Airways with King- 
fisher and AI? If the previously identified synergies had ex- 
isted, the potential for cost savings among these carriers 
would be truly phenomenal: all three airlines have in the 
past been remarkably unimaginative by mimicking each 
other’s moves and present huge overlaps in their respective 
route structures. Anyone serious about improving both the 
competitiveness and welfare gains of India’s air traffic sys- 
tem should give this potentiality some thought. 

The government has gone all out to revive this ailing airline. How do 
jyou see the government's efforts to reinvigorate Al? 
-“ Craig Lawrence: The government appears to have a two- 
fold strategy. On the one side, provide financial assistance 
to sustain operations, on the other, use the financial assis- 
tance to leverage change. I think this will only be successful 
if there is a root and branch change at the airline. This will 
involve several things: more independent directors with 
real, commercial expertise; a management team that is fi- 
nancially-savvy and recognizes that it is competing in an 
open marketplace rather than seeking government assis- 
tance; a unionized workforce that seeks to take more com- 
mercial responsibility for the operation of the airline; an 
improved fleet that reaps efficiencies from improved plane 
type commonality; more effective planning of route struc- 
tures; and, most importantly, a clear and distinctive value 
proposition to offer to the international and domestic mar- 
kets. It is not clear whether the government’s actions will 
actually drive all of these. 
Hans Huber: As said before, government aid to AI (be it 
7 direct or indirect) has been around for a long time. It may be 
worthwhile to compare the situation with that of Indian 
Railways. Foreign scholars and consultants are trying to 
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learn about the remarkable transformation that has been 
achieved from within Indian Railways. This is unlikely to 
happen with AI under the tutelage of MoCA, which takes 
pride in hiring foreign consultancies to rehash old recipes 
from the US and elsewhere that have not worked in their 
country of origin either. There are no plans from within AI or 
MoCA that could provide a blueprint for a fundamental 
transformation. All we know is that AI will soon be hiring a 
new CEO (this time from the private sector) and recompose 
its Board of Directors with highly distinguished personali- 
ties. What a revolution! What a courageous and ingenious 
move! If MoCA indeed had a plan for the future of AI, which 
I doubt, let’s agree that floating the airline through an IPO 
type of procedure seems a very remote option. No need to 
keep fooling the public with this fairy tale. Also, foreign 
ownership of AI does not seem likely, given the current regu- 
lation on FDI, etc. 
How do you foresee the future of Al? 
Craig Lawrence: In the short-term, AI will retain a privi- 
leged position as long as the national pride in seeing it as 
the nation's flag carrier remains. Over time, as competition 
on international and domestic routes increases, the basis 
for government favoring one carrier over another will dimin- 
ish. In the end, AI will simply be an Indian airline, indistin- 
guishable from the other airlines, in much the same way as 
in the US market where there is no apparent 'national car- 
rier. 
Hans Huber: We have arrived at a point where market 
mechanisms in aviation have become disabled, maybe in 
part through the negligence of MoCA. I just returned from a 
conference in Hong Kong where the Commissioner of Trans- 
port was very explicit when she said: *Competition brings 
improvement. But the government has to provide a level 
playing field." There are some 100 scheduled airlines oper- 
ating in China today. Rather than facilitating market entry 
for the much-needed low-cost and regional operators, India 
has privileged market concentration among a few high cost 
carriers and stressed the development of a few Taj Mahal 
style, highly expensive, prestige airports through consortia. 
Even the more acute among the remaining oligopoly air- 
lines concede that their business models (i.e., post-merger) 
have become inadequate, largely due to their cost-struc- 
tures which remain too high. It is clear to any observer that 
transforming a full-service airline into a true low-cost car- 
rier is extremely difficult, probably impossible. AI is cer- 
tainly the least well prepared to accomplish such a task, 
given its history and productivity track record. New entry 
from innovative and agile firms seems to stand a much bet- 
ter chance to face this challenge. Their pace of growth would 
be organic and much more decentralized. But for this to 
happen, old incumbents would need to give way and MoCA 
would need to revise its industrial policy. 


*Economic Consultant, Economie Advisory Services — 
Connell Wagner Pty Ltd., Manly Qld, Australia 


** Associate Professor, Shailesh J Mehta School of Management, 
Indian Institute of Technology (IIT), Mumbai, India 


| September 2009 | 67 


Corporate Strategy 





Battle in the Air 
Airlines’ Market Share 





the staggering eightfold increase in its 
losses in two years can be attributed to 
the manner in which aircrafts were 
leased, capacity was allocated to foreign 
carriers under bilateral agreements. 
ground-handling in important airports 
was given to a proposed joint venture, 
flights were withdrawn from profitable 
routes and pilots weren't sent for proper 
training, and not the least how АТ and 
Indian Airlines were merged. 

The losses really began from 2006 
onwards when a decision to aggres- 
sively lease aircraft was taken to aug- 
ment market share without conducting 
proper route study, marketing or pricing 
strategy. The upshot—in the last two 
vears, from 2007 to 2009, AI kept five 





Air India’s Road to Recovery — The Eight-Step Path 
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Boeing 777s and five Boeing 737s on 
ground at a loss of Rs 840 cr. Luckily for 
AI, Boeing could not meet the delivery 
schedules for its new  B787 
Dreamliners. If these aircraft had ar- 
rived on time, all of them would have 
been on the ground. Adding to the crisis, 
the merger between AI and Indian Air- 
lines proved to be disastrous. Instead of 
resuscitating АТ, the government has 
diverted funds to the next-to-impos- 
sible task of resolving the staggering 
mismatch between the two airlines in 
respect of the nature of operations, func- 
tions, roles, structures, cultures, pay 
scales, perks, and so on, with no synergy 
and economies of scale in sight. Sadly, 
even two yearsafter the merger, the two 





Turn low-cost: Make 75% of domestic ‘lights all-economy eventually; target 27% from September 


onwards. 






Debt reduction: Replace high-cost debt of Rs 10,000-11,000 cr with low-cost debt. 








Generate revenue: Single-website ticket booking from March and entry into Star Alliance by June. 


Slash perks: Cut back incentives for at least 31,000 employees. 


Source: Livemint. 
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parts of the merged airline do not have 
an integrated IT system. 

Besides these, the blame for the; 
mess the airline finds itself in also 
rests squarely with the government. 
Constant bureaucratic interference in 
its functioning, a huge and unaccept- 
able level of workforce, gross indecision 
in allowing fleet acquisition, growing 
inefficiencies, and competition from do- 
mestic private and foreign airlines ate 
into ATs market share. Aviation is a 
capital-intensive and high fixed cost 
business, which makes it much more 
vulnerable to business cycles; and it has 
also been severely battered by the cur-. à 
rent slowdown. The problem is clearly 
beyond cosmetic surgery such as forcing 
government employees to fly AI. 


In search of clear sky 

The problems encountered by the na- 
tional carrier are deep-rooted and hence 
a radical and sweeping approach is 
needed for its resuscitation. The steep 
spurt in losses is partly due to deprecia- 
tion on the aircraft bought in recent 
years. Hence, the government should 
ensure that the airline should not take 
fresh approval for new purchases in 
case it cancels existing orders. Keeping 
long-term perspective in mind, the is- 
sue of bloated workforce needs to be 
sorted out at the earliest. The govern- 
ment should cooperate with the airline, X 
politically and financially, to shed work- 
ers and alter the generous salary and 
incentive terms enjoyed by the workers. 
The government must also decide ur- 
gently on the bailout package sought by 
the airline. Lastly, the airline needs to 
be given the freedom to be run on com- 
mercial lines. An important element of 
that would be, bringing in professionals 
at the top instead of novices who may 
lack the domain knowledge to run a 
large airline. A stock exchange listing 
would also be of huge help to infuse 
more funds to the airline. In fact, the 
new board has already begun initiating 
bold steps to reinvigorate the ailing air- 
line, though turning it actually around 
would prove to be a huge task. = 4 


— Y Bala Bharathi and Sanjoy De 
Reference # 01M-2009-09-12-01 
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Fighting the Tech Slump 


Big Blue Does It Again 





The tech titan, which beat many an economic recession in the past, 
comes out triumphant once again, delivering a solid performance in the 
second quarter of fiscal 2009. 





n July 16, 2009, as IBM an- 

nounced its results for the sec- 

ond quarter ending June 30, 
2009, it sent the stock price shooting 
high, as the ‘Big Blue’ had successfully 
beaten the Wall Street’s expectations. 
But what the markets cheered more 
than that was the fact that the Armonk, 
New York-based company’s robust per- 
formance came emidst a gloomy busi- 
ness environment that has character- 
ized the business landscape globally in 
the wake of the ongoing economic 
slump, and many of its industry peers 
had declared disappointing results ear- 
lier and also the investors were not 
hopeful of any better results from other 
firms. This is not the first time that the 
Big Blue has done it. In fact, in several 
of the economic slumps in the past and 
when faced with challenges of its own 
making during the late 1980s and 
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1990s when it became too late to re- 
spond to dramatic changes in its busi- 
ness environment, it demonstrated as- 
tute resoluteness and dogged determi- 
nation, which are new technology 
industry’s folklore. 

The strong results and an upbeat 
forecast for the full fiscal now place 
IBM in an envious position at a time 
when tech industry’s near-term outlook 
remains gloomy amidst disappointing 
results from tech giants Microsoft to 
HP, Oracle to AMD, amongst others. 


Beating the slump 

The technology bellwether reported sec- 
ond quarter net income of $3.1 bn, as 
against $2.8 bn in the second quarter of 
2008, an increase of 12%. The company 
also improved its gross profit margin to 
45.5%, up 2.3 points. In fact, the tech 
titan has delivered 19 quarters of mar- 


gin gains in the last 20 quarter; a rare 
feat, indeed, in these turbulent times, 
and also amid intensifying competition. 
Samuel J Palmisano, Chairman and 
CEO, IBM, attributed the impressive 
results to the company’s strategic 
transformation and its robust business 3 
model. Big Blue's diluted earnings of 
$2.32 per share, up 18%, handsomely 
outperformed Wall Street's expecta- 
tions of $2.02. Bolstered by a better 
than expected performance, the com- 
pany also raised its full-year profit fore- 
cast to at least $9.70 per share from its 
April estimate of $9.20. Wall Street 
had been forecasting 2009 earnings of 
$9.15 per share on revenue of $95.12 bn. 

Toni Sacconaghi, Analyst at 
Sanford C Bernstein, dubbed the re- 
sults ‘stunning’. Analysts were unani- 
mous that the company benefitted im- 
mensely through its cost-cutting mea- 
sures and also by constantly improving 
its services-based focus, away from 
hardware and manufacturing, thus 
consistently churning out improved \ 
margins quarter after quarter. The | 
company’s total expense and other in- 
come decreased 19% to $6.3 bn com- 
pared with the corresponding period 
the previous year. Over the years, Big 
Blue has consciously been getting rid of 
its hardware manufacturing while in- 
creasing its focus on the services busi- 
ness, which provides custom-designed 
hardware and software solutions along 
with systems integration applications. 
This was reflected in the fact that its 
biggest margin contributions came 
from Software (gross margin of 86%) 
and Global Technology Services (35%). 
“Indeed, the behemoth has been di- 
vesting numerous low-growth, low- 
margin commodity-type businesses 
while opting to expand higher-value- 
added solutions, such as IT services 
based on cloud computing,” 
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REPCO HOME SCALING GREATER HEIGHTS 


Repco 


Home Finance 





M Balasubramanian, MD, RHFL 


Repco Home Finance Ltd (RHFL) is a professionally managed 
premier housing finance company in Southern India. RHFL was 
established in 2000 as a 100% subsidiary of Repatriates Co- 
operative Finance & Development Bank Ltd (“Repco Bank’), a 
Government of India enterprise. In December 2007. global PE 
major Carlyle joined as equity partner. The Company is registered 
with National Housing Bank with a green license, which is 
accorded to 20 housing finance companies in India. 


The stated mission of RHFL is to translate into reality the 
aspirations of people to own a house by covering the market - 
existing and potential - comprehensively through institutional 


credit support customized to suit individual needs ina transparent 
and ethical way. 


RHFL provides various types of tailor made housing loans such as - 
loans for construction or purchase of residential house, residential 
plots, repairs and renovations, commercial loans and loans for 
additional construction as well as home equity loan. The USP of 
RHF Lis its ability to constantly introduce innovative loan products. 


Following are the key home loan products offered by the Company: 


Housing Loan 
1. Dream Home Loan 
2. Home Makeover Loan 
3. Plot Loan 
4. Bridge Loan 
5. Second Mortgage Loan 
6. Super Loan 
7. Fifty Plus 
8. NRI Housing Loan 


Other Loans 
1. Prosperity Loan (home equity/ mortgage) 
2. New Horizon Loan-Loan for Commercial Property 


Besides its market driven competitive rates, RHFL also offers 
special concessions to working women, teachers, government 
employees and other deserving classes of people from time to time 
and provides free insurance cover to all the houses financed and 
free accident insurance to all its loanees. 





The USP of RHFL is 


e Prudent Market Segmentation & market penetration 

e Targeting Niche Markets at Tier II & III cities 

e Dedicated & Concerted Efforts 

e Customized Loan Products 

e Personalized Service 

e Goodwill generated through service quality & 
word of mouth publicity 

е Quick Disposal of cases 

e Less Cumbersome & simple procedures 

e Operational Transparency-No Hidden Cost 

e Flexible Approach 

e Free Insurance cover 

e Direct Dealing with customers without intermediaries 

® Safe keeping and speedy return of documents on loan closure 


The Company has a network of 34 branches and 11 satellite centers 
across Tamil Nadu, Andhra Pradesh, Karnataka, Kerala and 
Pondicherry and is looking for pan -India expansion in near future. 


Despite fierce competition RHFL is maintaining more than 48% 
annual growth for the last 3 years and more than 74% CAGR since 
inception. This has been coupled with commensurate growth in 
profitability, which reflects the underlying strength of the asset 
quality and underwriting standards. For the FY ended March 31. 
2009, the Company registered 73% growth in profit before and after 
tax and 61% growth in income and more than 51% growth in loan 
portfolio while it maintained gross non-performing asset at 0.95%. 
As regards the major financial efficiency indicators like ROA, ROCE, 
RHFLis almost at par with industry leaders. 


It has been the constant endeavour of RHFL to serve the 
unprivileged and the underprivileged sections of the society 
particularly in smaller towns and in rural India, by utilizing the 
untapped potential, which still lies beyond the formal financial 
network. The main focus of RHFL is to capture and turn into reality 
the aspirations of people to own a home in tier | & II cities of India. At 
RHFL we are proud to proclaim that we have served the 
underserved successfully, without any compromise on asset quality. 


RHFL is poised for an exponential growth in coming years and 
aiming for a pan-India presence. In near future, RHFL is planning to 
expand its network in Kerala and also extending its operation 
northwards by entering Maharashtra. 


RHFL is confident of leveraging its goodwill generated through 
Satisfied customers & word of mouth publicity to have continued 
patronage of common populace in the years to come by offering 
them multiple products and continuously improved service. 
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"IBN's strategy is very forward looking and will influence many other suppliers once 


the recession is over.” 


How do you see Big Blue's shift from its core hardware operations to 
software and services? 

Himgley: IBM found it increasingly difficult to run its PC busi- 
ness at a profit. In deciding to jettison the division to Lenovo, 
off-loading HDDs and peripherals, it has reduced its depen- 
dency on hardware revenues over the years. It still has a chip 
business (Nintendo Wii, Microsoft Xbox and Sony PSII all use 
IBM chips), as well as server and storage systems. Its invest- 
ments have been in software (purchasing Lotus many years 
ago) and services (taking PwC to establish business services 
alongside IT services). It has a very strong software business 
attached to its zSeries mainframes—both its operating sys- 
tems and transaction processing applications (CICS and IMS) 
could be included in the hardware area, since they wouldn't run 
on any other platform. 

Gulati: IBM is re-inventing itself in response to a world that is 
changing fast. Hardware is getting increasingly 
commoditized, the battle for value and margins is moving 
closer and closer to the end user, and that understanding is 
driving IBM's shift into software and services. 

Does the move to jettison ‘less-profitable areas’ like selling its printing 
business to Ricoh and ‘workload rebalancing’ reflect the turbulent eco- 
nomic conditions? 

Hingley: No—I think it has been the company's long-term 
strategy to move away from massive revenue growth (with 
diminishing profits) to managing a profit-based business 
based on software and services. Although the change in di- 
rection was a response to previous downturns I don't think 


the current recession has affected its strategy. In any case, 

although hardware tends to decline most rapidly at the 

beginning of a recession, it also tends to be the first area to 
recover. 

Gulati: No, it does not reflect the turbulent economic condi- 

tions, but an understanding of the underlying long-term shift 

in where the value is created and so where the margins are. 

IBM is slowly divesting its portfolio of the commoditized 

hardware businesses. This includes the sale of printing of 3 

printing business to Ricoh, hard-disk manufacturing opera- 

tions to Hitachi, and the PC manufacturing business to 

Lenovo. 

At the same time, IBM is aggressively building new capa- 
bilities such as: 

a. An On Demand' portfolio of infrastructure and software 
services that essentially aim to provide these services as 
utilities—end users pay for what they consume. 

b. A portfolio of patents and IP—that is, bringing in sub- 
stantial new revenue streams from licensing these tech- 
nologies to other companies 

c. A global delivery capability for consulting, software, tech- 
nology and business processes—that is, enhancing the 
quality of services and at the same time reducing its cost 
to clients 

d. A selected portfolio of software products focused on the 
needs of enterprises such as SPSS, ILOG, Telelogic, Ra- 
tional etc.—IBM has made eighteen significant acquisi- 
tions since the beginning of 2008 \ 


commented BusinessWeek recently. 
“Bottom line, the changes to the com- 
pany have allowed us to deliver a 
strong performance in a tough environ- 
ment,” told Mark Loughridge, Chief 
Financia! Officer, IBM, in a conference 
call with analysts. IBM shares jumped 
3% in the after-hours trading after the 
announcement оѓ the results. “IBM has 
done a good job of shifting its business 
focus to stable market segments such 
as the public sector, where a lot of 
stimulus spending is starting to flow,” 
opined Carl Claunch, Analyst at the 
global research firm, Gartmer. He 
added, “If IBM is able to do this well 
with (declining) revenue, we'd expect 
even more impressive results when the 
econonry comes back," he said. IBM's 
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revenue dropped 13% to $23.3 bn, а 
shade below the analysts’ estimates of 
$23.6 bn. 


‘Services’ focus pays off 

Over the past decade, Big Blue has 
transformed itself from a hardware 
company into a software and services 
conglomerate. While its rivals HP and 
Dell were adding up to their hardware, 
software amd services portfolios 
through various acquisitions, Big Blue's 
decision to divest its ‘less-profitable’ or 
hardware business—most of which has 
now become commoditized, like PC 
manufacturing business to Chinese PC 
maker, Lenovo, in 2005, Printing Sys- 
tems Division to Japanese major Ricoh 
in 2007, and low-profit disk drives— 


has paid off well. With a broad-based 
portfolio, Big Blue managed to lubri- 
cate its gross profit margins up from 
36.5% in 2003 to 44.1% in 2008. Now, it 
derives a major chunk of its revenues 
from its service business. “All the value 
is in the services and software, as that's 
where the real intelligence resides," 
commented Brian Marshall, an Ana- 
lyst with Broadpoint 13Tech. In the cur- 
rent quarter, there was an upsurge in 
demand for cost-effective and automa- 
tion software apart from business 
analytics solutions. “We were able to 
increase our profit margins in software 
and services, thanks in part to in- 
creased automation of services and a 
continued shift of work to lower-cost off- 
shore locations,” told Loughridge. 
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Fighting the Tech Slump 
a ee eee 


What could be the long-run impact of these current Strategies? How do We feel that IBM has learnt its lesson well, and since then 
you see the future of IBM? has continually redefined and reinvented its business model 
Hingley: IBM's strategy is very forward looking and will in- to reflect the needs of the market place. 

fluence many other suppliers once the recession is over. Ibe- Ном do you see the overall technology scenario in the US and who, 
lieve companies such as Acer, HP, Dell and others will need to according to you, are in a better position to beat the tech slump? 
modify their approaches as they become less easy to justify Hingley: I don't think anyone is going to ‘beat’ the downturn. 
from an environmental point of view. Managing Corporate Rather suppliers have to adopt survival strategies. In judging 
and Social Responsibility (CSR) will become increasingly im- how successful they'll be, you have to look at how much cash 
portant, as will addressing the non-financial needs of share- they have in the bank, who their customers are (governments 
holders. Globalization and mass market supply chains will and health services are good at the moment), and what balance 
become less relevant over time. Having ducked out early ВМ — ofhardware, software and services they have in their revenues. 
should be in a good position to succeed in 2011 and beyond. HP with EDS has invested significantly in building its services 
Gulati: We see IBM transforming itself into more and moreof апа should be able to do well once it has integrated the new 
a services and solutions company, focused on those aspects of team; Dell is overdependent on hardware—the decline in de- 
IT, Business Process and Technology value chains where most mand for PCs and servers is affecting it more than many others 


' value is added. at the moment, but it will probably recover faster in H2 2010 
Historically, ІВМ has beaten many a technology slump. What lessons it апа beyond; Microsoft is being badly affected by its slowness in 
could draw from its own past experiences? addressing new market opportunities in Cloud Computing and 


Hingley: It needs to look outside itself at the market and the Software as a Service (SaaS)—it may pick up with the launch of 
needs of users, as it has sometimes been too internally fo- Windows 7 in October, but is not agile enough in my opinion; 
cused. It needs to remain relevant to different kinds of user Accenture Oracle will need to digest Sun, which may prove 
(not just large companies and the financial sector). It needsto harder than it thinks, but is in a good position in terms of cash 
think about innovation, which is perhaps harder without a апа smaller current declines in its revenues. 
substantial hardware R&D effort. It needs to partner care- Gulati: This is an extremely exciting time for new and emerg- 
fully with other suppliers to push into new markets, which it ing technologies and the impact these technologies are hav- 
has sometimes found hard in the past. ing on the individuals and the society. Basically, the compa- 
Gulati: The biggest shock for IBM, in what was a near-death nies that anticipate the needs of their clients well and adapt 
experience at the beginning of the 1990s, was its reemergence their offerings to the new imperatives will do better than the 
after it completely failed to foresee the emergence of micro-com- ones that do not. And companies like HP, Dell, Microsoft, 
puters and increasing obsolescence of a business model reliant ^ Accenture, Oracle and Capgemini are leaders in their respec- 
on mainframes. The key lessons that IBM has learnt well is to tive domains, and the indication is that they will continue to 
continually scan the markets and emerging trends to tap into lead. 
new higher margin revenue streams and to keep exiting out of *ICT Market Analyst , ITCandor, UK 
«i obsolete, commoditized and lower margin revenue streams **Director, Quantum Step, Quantum-step, Feltham, UK 


In fact, some analysts say that it 
was Big Blue's ‘Contrarian strategy’ Shifting Business Mix 
which has integrated its global busi- Segment Pre-tax Income ($ bn)* 
nesses; pepped up its offshore locations 
to address its supply chain and cus- 
tomer support operations to deliver ser- 
vices at a low cost and more value; and 


most importantly acquiring small and op 
profitable software and service busi- in software & 


ness that complemented its businesses | Services 
to unleash its true potential. “Suppliers 
have to adopt survival strategies.... In 
judging how successful they'll be you 
have to look at how much cash they have 
in the bank, who their customers are 2000** 2008 
: - governments and health services are * Sum of external segment pre-tax income not equal 10 ІВМ pre-tax income 


** Stock-based compensation expense was not recorded at the segment level m Software 
good at the moment) and what balance 


ewe Ш Services 
of hardware, software and services th ey Increasing profit contribution from Software & Services m Financing 


have in their revenues,” said Hingley. a a GR кентін m Hardware 
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The Armonk giants emphasis оп [TeS 
witnessed an upsurge in the profit mar- 
gins in the technology services segment 
by 5.4 percentage points to 14.9, despite 
a decline in revenue for the quarter. 
“Our major markets (developed ones), 
contribute to 80% of our revenues, with 
what we call ‘growth markets’ (emerg- 
ing markets) contributing 20%,” said 
Rajesh Nambiar, IBM India Global De- 
livery Head. He added, “We have been 
noticing that the latter have been grow- 
ing at a rate 4-8 points higher than our 
regular market." The company also took 
several cost-effective measures like 
‘workload re-balancing’ and banking on 
professional manpower in emerging 
countries to accustom itself to the 
downturn. “IBM has a great ability to 
manage the bottom line with its operat- 
ing expense controls and increasingly 
strategic product offerings,” said 
Marshall. Analysts believe the tech 
bellwether’s huge global presence 
across countries also helped, as it in- 
creased its focus om outsourcing solu- 
tions, which grew 3% to $8.0 bn during 
the quarter. “IBM has done а good job of 
shifting its business focus to stable 
market segments such as the public 
sector, where a lot of stimulus spending 
is starting to flow,” said Claunch. 

On the flip side, the company, de- 
spite its best efforts, could not beat the 
slump as far as grewth in its top line is 
concerned. Revenues from its Global 
Technology Services segment, which 


comprises outsourcing services and in- 
cludes integrated technology, and main- 
tenance services, were down by 10% to 
$9.1 mn, whereas those in the Global 
Business Services segment that con- 
sists of management consulting, sys- 
tems integration, and application man- 
agement services were lower by 15% to 
$4.3 mn. Decline was, though, worst in 
Computer Hardware division, consist- 
ing of servers, storage devices, which, 
registering multi-quarter decline, fell 
22% to $3.9 bn. Among the hard hit 
were IBM’s mainframe business, which 
plummeted 39% due to the declining 
demand from the eorporates; Power sys- 
tem services, which were down by 13% 


| 


and continued to decline for the last five 
quarters; System x server business, in- 
cluding blade, rack and tower machines, 
also declined 22%, despite gaining mar- 
ket share; and finally, 20% decline was 
witnessed across all types of storages 
worldwide. 


starting to flow. 


Growing inorganically, to be or... 
With tech companies’ valuations get- 
ting lower by the day, companies like 


Revenue and Gross Margin by Segment 





Global Technology Services 91 


(10%) 


(2%) 343% 3.2 








Software 52 (7% Flat 

Financing 0.6 (10%) (4%) 47.1% (8.2) 
i daba omo m» 09 «ж 20 
Total ІВМ $233 (13%) (7%) 45.5% 2.3 





Source: www.ibm:eominvestor 
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IBM has done a good job of shifting its business 
focus to stable market segments such as the 
public sector, where a lot of stimulus spending is 


Dell Inc. and Intel are upping their 
ante, exploiting the current climate by 
acquiring businesses to further? 
strengthen their positions in the global 
IT arena. The Round Rock, Texas- 
based PC maker, is looking to revive 
its fortunes with a slew of acquisitions, 
as it continues to register three years 
of disappointing growth. "Previously, 
we had not made any acquisitions, but 
in the past couple of years we have 
done 10 transactions. The only one of 
any size was EqualLogic, and that 
business is now roughly four times 
larger than when we started," said , 
Michael Dell, CEO of Dell. According to 
Bernstein, “Since 2002, Dell has made 


| 


10 acquisitions, while IBM has made 
75 and HP has done 42.” However, not 
many analysts are optimistic. “Dell 
simply doesn’t have the size, doesn’t 
have the breadth of relationships, and 
doesn’t have the capability to compete 
with IBM, HP and others,” said 
Sacconaghi. Dell now intends to follow, 
in the footsteps of Big Blue by broaden- ` 
ing into software and automated tech 
services, which registered a decline in 
profits by 63% and a dip in revenues by 
23%. “The strategy appears to partly 
stem from the success of the 
EqualLogic deal. That acquisition has 
boosted Dell’s sales in storage, where 
the company wasn’t much of a player 
before,” said Jayson Noland, an Ana- 
lyst at RW Baird. The once mighty 
cost-cutter, but now a pale shadow of 
its heydays of the 1990s, is also mull- 
ing a foray into mobile convergent de- 
vices, as PC market continues to de- 
cline and is eyeing Palm Mobile for its 
future. “Dell is more focused on acquir- 
ing healthy companies with products 
that can offer quick returns, so it may 
not seek acquisitions in the low-mar- 
gin areas like client hardware,” said 
Brian Gladden, Dell’s Chief Financial 
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Officer. The trend of hardware vendors 
vying for software companies is gain- 
ing prominence with I[ntel’s acquisi- 
tion of Wind River Systems, a global 
leader in Device Software Optimiza- 
tion. Tech industry experts believe 
that Intel’s $884 mn purchase of Wind 
River is part of the semiconductor 
gianz's move to establish itself in em- 
bedded systems market. HP, which 
has also been on an acquisition spree 
in recent years, doubled its operating 
profits, thanks to its acquisition of 
EDS, end its service division clocked 
$8.5 bn, making up more than a third 
of HP’s $3.1 bn profit from operations. 
While its hardware sales comprising 
servers and storage equipment plum- 
meted by 28%, personal computer 
sales fell 19% and printing sales de- 
clined 23% for the same period last 
year. Bob Djurdjevic, President of 
market researcher Annex Research, 
said that IBM’s performance shows 
that its strategy is superior to HP’s. 
“His aim was to make HP the biggest 
computer company. He made it. But 
IBM’s performance shows that bigger 
isn’t better.” 
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Geared up 


Big Blue’s splendid performance 
amidst the tough business environment 
shows that only companies with strong 
focus and forward looking strategies 
can accustom themselves to volatile 
global conditions. Looking back into the 
past, Nambiar said, “Way back in the 
late 90s when IT hardware was said to 
be booming, we took a:decision to get out 
of the hardware business and move into 
the software and solutions business. It 
was because the consumer model would 
not have worked for us.” “Serving enter- 
prises was our core strength, and we 
could not have handled the mass 
commoditization of electronic hard- 
ware,” he observed. Indeed, Big Blue 
has adopted itself to the current eco- 
nomic scenario well, perhaps better 
than rivals. This gets vindicated once 
again by its latest round of acquisi- 
tions, which include the purchase of 
SPSS, a Chicago-based analytical 
software company. “We have continued 
our strategic investments in Smarter 
Planet solutions, business analytics 
and next-generation data centers,” 
said Palmisano. He is optimistic that 


“IBM is positioned to make the most of 
current growth opportunities as well 
as those that emerge as the economy 
recovers.” 

To the industry veterans and also 
outsiders, there are no reasons not to 
believe in such optimism. After all, the 
Big Blue is a long-time industry cru- 
sader who won even on occasions when 
skeptics wrote them off. So, it is not go- 
ing to be different even this time 
around, going by their winning traits. 
Yet it needs to avoid any over-compla- 
cency so as to avoid that ‘winner’s curse’ 
which hit during the 1980s and 1990s 
and stay on track for benefitting when 
the economy upturns. “It needs to look 
outside itself at the market and the 
needs of users, as it has sometimes 
been too internally focused. It needs to 
remain relevant to different kinds of 
user (not just large companies and the 
financial sector) and think about inno- 
vation, which is perhaps harder without 
a substantial hardware R&D effort,” 
suggested Hingley. m 


— Amit Singh Sisodiya and Ramana Pemmaraju 
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Credit Policy 





% ее bankers аге known to al- 
ways skate on thin ice, for their 
business is making things possible— 
for the businesses, and for the economy 
as a whole. And during periods like now 
when the world economy is passing 
through the worst crisis next only to that 
of the 1930 economic depression—that 
too, a crisis that started in the country 
which had assisted many other coun- 
tries in weathering the 1930 crisis, thus 
leaving the world today with no such sup- 
port—the skating becomes still more 
challenging for central bankers from 
emerging economies. 

Nonetheless, the decisions of cen- 
tral bankers, whether they are right or 
wrong—just as Keynes wrote that "the 
ideas of economists and political phi- 
losophers, both when they are right and 
when they are wrong, are more powerful 
than is commonly understood”—are of 
great consequence for the economy. Per- 
haps, that is exactly the fix in which 
Duvvuri Subbarao, the Governor of Re- 
serve Bank of India finds himself today. 

Against this backdrop, the governor 
came up with a courageous stance: ag- 
gressive policy initiatives—reducing 
repo rate by 425 basis points to 4.75%, 
reverse repo rate by 275 basis points to 
3.25%, and the CRR by 400 basis points 
to 5%—that the RBI has adopted since 
September 2008 to supplement the li- 
quidity in the crisis-ridden system, so 
as to ensure that global financial crisis 
will have least impact on our growth, 
have been put on hold by leaving these 
rates unchanged. 

Of course, the reasons for such a neu- 
tral stand are not far to seek: one, the 
liquidity situation, as evidenced by the 
fact of LAF window being in an absorp- 
tion mode since mid-November 2008, is 
comfortable—as on July 3, 2009, money 
supply has grown on a year-on-year ba- 
sis at 20.0%, which is already well 
above the 17.0% trajectory projected for 
in the monetary policy for 2009-10; and 
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Skating on Thin Ice 


two, Indian economy is showing signs of 
recovery—industrial sector growth 
turned positive; stock prices started 
moving northwards; credit off-take has 
picked up, and the Business Expectation 
Index (BED for the forward July-Septem- 
ber 2009 quarter erossed the neutral 
100-mark and moved into the growth 
terrain on the perception of improve- 
ment in demand conditions. 

Yet, all this is not comforting India 
Inc., for there is no cue on interest rates. On 
the one hand, the RBI is expecting the 
ample liquidity that it has already 
pumped into the system to pressurize 
banks to keep their interest rates on 
credit on hold, and also hopes that once 
the short-term depesits contracted earlier 
at higher rates get matured, banks will be 
forced to further brmg down lending rates. 
On the other hand_India Ine. believes that 
the monetary policy transmission mecha- 
nism has failed, as is evidenced by the 
rising yields on government securities. Of 
course, in a different context, the governor 
too observed that the spurtin government 
borrowing is certain to “impede monetary 
policy transmission.” 

That aside, government’s borrowing 
program for 2009-10 has become the big- 
gest worry for the market. This year’s net 
borrowing by the government is pegged 
at Rs 3,97,957 cr as against Rs 2,61,972 
cr of fiscal 2008-09—an alarming devia- 
tion from the road map set under FRBM 
Act for fiscal censolidation. It is feared, 
albeit genuinely, that such huge borrow- 
ing by the government will obviously put 
greater pressure on interest rates. There 
is yet another fear: such massive govern- 
mental borrowing may crowd out the de- 
mand for credit from private sector, 
which means, uncertainty in growth. The 
RBI, of course, claims it to be unlikely. 
Nonetheless, it poses a great challenge to 
RBI in managing government borrowing 
without crowding out the demand for 
credit from private sector. Secondly, it 
must ensure that such huge borrowing 


does not push interest rates northwards 
by maintaining enough liquidity in the 
system, so that the demand for credit for 
private investment is not discouraged. 

There is yet another threat: the con- 
sumer price index-based inflation is al- 
ready nearing 9%. In the light of current 
fiscal deficit touching almost 11% of GDP | 
and the prevailing drought situation 4 
across the country that has led to a spike in 
the prices of food grains, it is feared that 
inflationary pressure may build up. And 
given the fact that a larger chunk of deficit 
is consumption-oriented, there is a growing 
fear that it may even stoke inflation. In the 
light of these complexities, it is hard to ex- 
pect interest rates to ease. Even otherwise, 
with a projected inflation rate of 5% for end 
March 2010, it would be difficult for banks 
to reduce interest rates further, for there is 
a danger of real rates of interest on depos- 
its falling in the negative zone. 

That said, the monetary policy an- 
nounced by the governor does not speak 
about exit strategy. The only encourag- 
ing feature is, growth in GDP is placed 
at 6% with an upward bias. But the 
policy document also states that the \ 
overall macroeconomic scenario contin- 
ues to be uncertain and the growth mo- 
mentum is unlikely to happen before 
the middle of 2009-10. 

It is indeed a tricky situation: the gov- 
ernor has to “maintain the accommoda- 
tive monetary stance till demand condi- 
tions further improve and the credit flow 
takes hold; improve the investment cli- 
mate and expand the absorptive capacity 
of the economy, and be ready with a road 
map to reverse the expansionary stance 
quickly and effectively well before infla- 
tionary pressure builds up in the sys- 
tem”—all by ensuring coordination be- 
tween fiscal policy and monetary policy to 
maintain a fine balance between growth 
and price stability. Isn't it enough skating. 
for the governor on thin ice? = 

— GRK Murty 
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Svapnavasavadatta 
' 


Mnemonic Interludes 


If indeed this was a dream, 
it would be fortunate not to wake up again; 
Or, if this should be error, 
then may I long be in error. 


B: it heroes, idealists or kings, one 
question which has tormented 
‚ since ages has been the question of bal- 
„А ancing the conflicting claims of personal 
life with the larger interests of the na- 
tion/society. In this attempt to strike a 
balance, the victim in most cases is the 
suffering individual, unwillingly sub- 
mitting to the exigencies of his exalted 
position. Be it Valmiki’s Rama or 
Shakespeare’s Julius Caesar, the di- 
lemma that confronts the hero is essen- 
tially one of choice—between the per- 
sonal and the public. Resolution in 
Western drama is usually tragic and of- 
ten comes in the form of death, whereas 
in Sanskrit drama, we have a happy 
resolution. Because the aim of Sanskrit 
drama was the establishment of the 
spectators harmony with the universe; 
the theater was meant to be *a hall of 
healing and joy." 

» Вһаѕа, perhaps the greatest Indian 
dramatist who lived sometime before 
Kalidasa, is presumably the author of 
13 short works. Svapnavasavadatta 
(The Vision of Vasavadatta)—Bhasa's 
masterpiece—is a play based on the 
legend of King Udayana and 
Vasavadatta. The main theme of this 
highly celebrated play is the sorrow of 
Udayana for his wife Vasavadatta, be- 
lieved by him to have perished in a fire. 
Udayana passes through a prolonged 
period of sorrow and suffering, because 
of his deep and sincere love for his 
queen. In keeping with the metaphysi- 
cal nature of Sanskrit drama, here too 
we are confronted by notions of time, 
memory, reality, and illusion. 

King Udayana’s kingdom of Vatsa 
is invaded at a time of weakness and 
only an alliance with Magadha can save 
it. Yaugandharayana, the wily Chief 
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Minister of Udayana, is therefore anx- 
ious that his master should wed 
Padmavati, sister of the King of 
Magadha. But Udayana is too deeply 
attached to Vasavadatta to entertain 
any such proposal. To contrive this po- 
litically needed marriage, the devious 
minister spreads a report that he and 
Vasavadatta have perished in the fire 
that consumed the village of Lavanaka. 
They leave the village and arrive at a 
hermitage where Padmavati happens 
to come. Yaugandharayana, disguised 
as a religious mendicant, leaves 
Vasavadatta (in the garb of a lady of 
Avanti) in the charge of Padmavati. 
Udayana is finally induced to visit 
Magadha and is seen by Vasavadatta, 
though she remains for most of the time 
out of his own vision. The unhappy 
Vasavadatta secretly remains near 
and has to watch her husband drawn 
into a marriage with Padmavati. 
Having renounced her happiness by 
going into hiding for the sake of her 
husband’s restoration to his kingdom, 
Vasavadatta, the selfless, devoted 
wife, undergoes a bitter emotional trial. 
We are awestruck by “the complete self- 
abnegation of the noble queen, who suf- 
fers martyrdom for the sake of her lord 
with cheerful resignation,” as also her 
self-sacrifice, self-restraint, serenity 
and dignity. Her only consolation is that 
Udayana is unable to forget her even in 
the midst of a new marriage. This is her 
reward for suffering that without being 
seen, she overhears him confess to the 
jester: “A deeply-rooted passion is hard 
to abandon; by constant recollection the 
pain is renewed. This is the way of the 
world that the mind must cancel its 
debt with tears to gain tranquility.” It 
was chiefly out of political motives that 
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Udayana married Padmavati. He never 
ceases to mourn for Vasavadatta as he 
is perpetually haunted by her memory. 
In this play that celebrates the 
power extraordinaire of human 
memory, even inanimate things have a 
life of their own. Udayana’s sorrow for 
Vasavadatta becomes almost uncon- 
trollable on the discovery of the lute 
Ghosavati, her beloved companion: “My 
passion, for a long time dormant, has 
been awakened by the lute, but the 
queen, who loved this lute, I cannot see.” 
The central scene, giving the play its 
title, is the vision that Udayana gets of 
Vasavadatta while sleeping in the Sea 
Room. The vision is the result of his agi- 
tated state of mind, haunted by the ago- 
nizing thought of her supposed loss; he 
thinks that he beholds Vasavadatta in a 
vision when he has viewed her in actual- 
ity. In this otherworldly scene, the bound- 
aries between past and present, illusion 
and reality are almost blurred. In her fear 
of upsetting Yaugandharayana’s plan by 
a premature disclosure, Vasavadatta 
rushes out of the room; he sees her and 
suddenly rises and runs after her, but 
knocks into a doorway and stops bewil- 
dered. He is afterwards persuaded by the 
jester that it was only a dream. But as the 
“series of worldly fortunes revolves with 
the march of time like the spokes in a 
wheel,” we are eventually led to a happy 
and surprising resolution—the restora- 
tion of Vasavadatta as Udayana’s 

queen. m 
- Nirmala PG 
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Post: Accounts Executive 

Company: Bombay Gas Co. Ltd. 
Profile: Job requires a B.Com Graduate 
preferably C.A (Inter). 

Exp: 5-10 

Location: Mumbai 

Email: s.jamwal@bombaygas.com 


Post: Manager- Operations 
Company: ZeusCorp Services Pvt. Ltd. 
Profile: Responsible for handling risk 
management systems of HO & branch- 
Coordination with back office software 
vendors for related issues. 

Exp: 6-8 

Location: Mumbai 

Email: ikonsap@gmail.com 
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Banking 

Company: Oman International Bank 
Profile: 10 years of related experience 
in a Bank or the related department, 
should have In depth understanding of 
business and functions related to the 
department. Minimum 3 years 
experience in heading the related 
department is also desired. 

Exp: 3-8 

Location: Oman 

Email: oibhrdoman@gmail.com 


Post: Manager- Accounts 

Company: Net Ambit Infosource & 
e-Service Pvt. Ltd. 
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Post: Accounts Manager 
Company: Samruddha Jeevan Foods 
India Ltd. 
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maintaining all books of accounts 
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utilisation of funds, finalisation of 
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indirect taxation related matters. 
Exp: 3-8 
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graduate having 7-10 years of 
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exam success. 
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dippan.devgan@maxnewyorklife.com 





Post: Factory Admin Manager 
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Post: General Manager- Finance Post: Asst. Manager Accounts- BBSR 
ompany: Company: Amrit Feeds Ltd. 





Ltd. Profile: Should have atleast 5- 10 yrs ‘of Profile: Will be responsible for Pure Ac- 
Profile: The candidate should have a Accounting, Finance Management expe- counting, Taxation, Service Tax & Bank- 
flair for managing the entire office rience. ing 
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Company: GenX Infotec 
Profile: Looking for candidate with 

3- yrs experience in Mortgage loan for 
Credit Manager, Responsible for 
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а own. 
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Exp: 3-8, Location: Pune Email: hrd@uljk.in to R&T processes. 
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FTAs 


The Second Best Alternative? 


A fter six years of painstaking negotiations, India at 
signed the Free Trade Agreement (FTA)—of course, 


relating only to goods—with the Association of South East 
Asian Nations (ASEAN) cn August 13. It shall, however, come 
into force from January 1, 2010. 

The current status of WTO talks being what it is, FTAs— 
agreements that provide for free trade among members but in- 
crease protection against non-members—are considered to of- 
fer zn instant solution te trade openness. The present agree- 
ment with a trade block of 10 countries—Indonesia, Malaysia, 
Philippines, Singapore, Thailand, Brunei Darussalam, Viet- 
nam, Lao PDR, Myanmar and Cambodia—that has a com- 
bined GDP of over $2 tn offers India access to a big regional 
market that imports goods worth $1 tn. In the year 2007-08, 
India-ASEAN trade, the bulk of which confines to textiles, steel, 
processed food, plantation crops, and chemicals, is to the tune of 
$40 bn. This regional block is India's fourth largest trading part- 
ner. The agreement can become truly histori- 
cal if only India succeeds in garnering at least 
8 tc 1096 share in the imports of ASEAN block 
countries by taking advantage of the initial 
5% duty followed by 0% duty. 

But FTAs, unlike multilateral trade nego- 
tiations, are discriminatory in nature. As 
Jacob Viner, a Canadian Economist, said, 
they could lead to trade diversion and be 
harmful to both the members of the FTAs and 
to worldwide efficiency of resource allocation. 
Such agreements are also likely to attract 
strong opposition from the affected communi- 
ties as is seen now: farming community which 
is engaged in production of spices, coffee, and palm oil is its 
active resister, followed by textile, auto and chemical industry 
workers. Indeed, the Chief Minister of Kerala, dubbing the 
agreement as ‘neo-colonist’—“one of the several threatening 
manifestations of the policies of globalization and liberaliza- 
tion”—alleged that it would harm the interests of Kerala’s agri- 
culture by allowing duty-free import of agriculture and marine 
procucts. 

But a critical look at the provisions of the agreement does 
rot make one believe that it is against the interests of India: 
there is a ‘negative list’ of items in the FTA agreement. The 
‘negative and exclusion’ list includes 303 items from agricul- 
tural sector, 81 items from textile sector, 50 items from auto 
sector, and 17 items from chemical sector. There is also a provi- 
sion in the agreement for a gradual reduction of tariffs: India s 
duties on 10,885 items will be reduced between 2010 and 2019 
ander various tracks and different timelines. During 2010 to 
20:4, the duty under 7,788 tariff lines, mostly with duties rang- 
ing from 7.5 to 10%, will be reduced on an average by 1.5 to 2 
percentage point annually, while in 2010 to 2017, the duty un- 
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der 1,252 tariff lines, with duties ranging from 7.5 to 10%, will be 
reduced at an annual average reduction of 1 to 1.5 percentage 
point. 

The government has also ensured that tariff on critical items 
of interest for India would be affected with reference to high rates 
prevailing in 2005, which were in the range of 80% for crude palm 
эй, 100% for coffee and black tea, and 70% for pepper. Thus, our 
commitment for tariff reduction by 2019 would still ensure a 
tariff of 37.5% for crude palm oil at the end of 2019. Similarly, for 
refined palm oil, coffee, and tea, the tariff would reach a level of 
45% by 2019, and for pepper, the tariff would remain at a level of 


50% by 2019. There is also a bilateral safeguard mechanism in ? 


the FTA to tackle the sudden surge in imports: if imports hurt a 
domestic industry, safeguard measures, including imposition of 
safeguard duties, may be put in place for a period of up to four 
years. The flexibility to invoke these safeguard measures will 
remain available for both sides for 7—15 years. 

This time around, the government appears 
to have become smart by including a strong re- 
gime in the agreement for ‘rules of origin’, which 
ensures that no product is exported to India 
without at least 35% value addition in the 
country of export. This is sure to take care of 
China, or any other country routing their goods 
to India through ASEAN. 

Cumulatively, all these provisions would 
mean that India will have enough cushion to 
strengthen its farm sector and also make the 
vulnerable industries more competitive to 


withstand the threat of imports from these , 


countries. Nevertheless, the government must < 


initiate necessary steps to address the structural inadequacies 
of plantation sector with no loss of time. Similarly, it must also 
aid auto and chemical industries to build R&D and become 
strong enough to weather the likely threat of imports under 
these sectors with no further loss of time. 

There is, of course, a fear, albeit genuine, that unless services 
and investments come under the umbrella of FTA, India may 
not be able to derive the full benefits of the agreement—indeed, 
the current balance of trade remains in ASEAN's favor. But 
there is a strong hope that it materializes shortly: Rebecca, the 
Co-Chairperson of the ASEAN-India Trade Negotiating Com- 
mittee, while addressing the press, told that ASEAN would now 
seek a ‘fast track approach’ for talks for a ‘single’ follow-up accord 
on liberalizing the two-way flow of services and investments, 
and hopefully finalize it within a year’s time. But in the ultimate 
analysis, what matters most in today’s world of liberalization is: 
‘competitiveness’ of a country’s enterprises—be it agricultural or 
industrial. And that’s what the government must assist to take 
roots in Indian businesses. w 
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Norman Ernest Borlaug 
Peace Provider Through Bread 


Norman Ernest Borlaug, the Karma Yogi from the Midwest of the US, who “has 
helped provide bread for a hungry world—more than any other single person of 
this age,” died on 12" September, at a ripe age of 95, in his Dallas home owing to 
complications from cancer. 

Borlaug, joining The Cooperative Wheat research Production Program, a joint 
venture of Rockefeller Foundation and the Mexican government that was estab- 
lished to boost wheat production in Mexico, and driven by his insatiable curiosity, 
adopted ‘shuttle breeding—breeding wheat іп the summer in the central high- 
lands of Mexico and then immediately taking the seeds north to grow in its Yaqui 
Valley—that enabled him to not only speed up the whole breeding program, but 
also avoid starting separate breeding programs for each geographic region. To 
increase the resistance of wheat for diseases such as rust, he developed multi-line 
varieties through backcross methods. Similarly, to combat the problem of ‘lodg- 
ing—the phenomenon of the seed head of wheat growing so large and heavy with 
the application of fertilizers that the plant would fall over, thereby ruining the 
crop—prevalent in taller wheat grasses, he undertook crossing of dwarf variety of 
wheat with high-yielding American cultivars. 

Obviously, it is his love for the sweet ^whispering music of the ripening wheat 
sheaves" that enabled him to withstand the blazing Mexican Sun that turned him 
‘as brown as a nut’ and continue with his mission of crossing different wheat variet- 
ies to come up with an answer to the dwindling wheat production in Mexico. All that 
labor has, of course, paid rich dividends that he deserved most and the developed 
world needed badly: he could release semi-dwarf, disease-resistant wheat varieties 
that increased wheat yields in Mexico by six times by 1963, as against the output in 
1944, the year of commencement of the breeding program. His success in Mexico 
attracted the attention of India ofthe 1960s that was importing huge stocks of grain 
to avert starvation. It is the introduction of the dwarf varieties of wheat developed 
by him in Mexico that changed India's food production pattern for good—India's 
wheat production in 1968 was so bountiful that the government had to use school 
buildings as warehouses. Indeed, it is his scientific contributions that enabled India 
disprove Paul R Ehrilch's statement: ^I have yet to meet anyone familiar with the 
situation who thinks India will be self-sufficient in food by 1971." 

Indeed, it is his idea of increasing the yields by shrinking the plants that has 
become the central underpinning of the subsequent ‘Green Revolution’ all over the 
world, including the development of high-yield semi-dwarf indica and japonica 
rice varieties at the International Rice Research Institute. No wonder, he has 
been described as the father of green revolution, a description which of course 
Borlaug is reluctant to accept. Nevertheless, his contribution to the developing 
world is “multidimensional—scientific, political and humanistic”. 

Yet, many environmentalists alleged that his legacy of over-reliance on chemi- 
cals had resulted in adverse social and environmental consequences. Borlaug 
had, however, silenced them, of course, with no rancor, saying, in 1950 “the world’s 
grain output of 692 million tons came from 1.7 billion acres of cropland,” as 
against the “1992 output of 1.9 billion tons from 1.73 billion acres, a 170% in- 
crease from just 1% more land,” which means, “without high-yield agriculture, 
either millions would have starved or increase in food output would have been 
realized through drastic expansion of acres under cultivation—loss of pristine 
land a hundred times greater than all losses to urban and suburban expansion.” 

It is not for nothing that the Nobel committee had chosen him—the only agricul- 
tural scientist to have ever been chosen for the Nobel—for its peace prize: “We have 
made this choice in the hope that providing bread will also give the world peace.” 


GRK Murty 





What is absolutely clear is that the financial markets are working again, 
that we even saw manufacturing tick up in terms of production. So all of the 
signs are that the economy is going to start growing again. 


- Barack Obama, President, US 


There is substantial support among the Group of 20 nations for creating a 
new framework to help tackle global economic imbalances and prevent future 
crises. A new global compact was key to protecting jobs and growth. 


- Gordon Brown, Prime Minister, UK 


In this year’s budget, in tune with the government’s commitment towards 
inclusive growth, there have been larger financial outlays in social sectors like 
health, education, and for improvement of rural and urban infrastructure. The 
deficient monsoon has raised a specter of drought in large parts of India. 


- Pranab Mukherjee, Finance Minister, India 


We should not be over-pessimistic. We are in a strong position to manage 
the consequences of drought. Our food stocks are very high.... The government is 
making al! efforts to protect the kharif, or summer crop, and ensure a normal 
rabi, or winter crop, season. Also, the rural job guarantee scheme will keep the 
impact of drought on rural poor minimal. 


-Manmohan Singh, Prime Minister, India 


Compared with the past year, there is genuine interest among investors to 
park their money in Indian asset classes. Money will continue to flow into 
Indian markets; offshore funds could well be one of the routes. The lone impedi- 
ment (to inflows) will be the lengthy regulatory requirements to invest in Indian 
markets. 


- Krishnan Ramachandran, CEO, Barjeel Geojit Seeurities 


Despite [difficult] conditions in the global economic environment, develop- 
ing Asia is poised to lead the recovery from the worldwide slowdown. 


- Jong-Wha Lee, Chief Economist, Asian Development Bank 


This [mutual fund] industry needs to be regulated strictly since we are in- 
vesting in risk-return instruments. We don't promise any returns, which can be 
zero, or capital, which can go down. Therefore, it is very necessary that there are 
strict rules and regulations governing investments. 


- AP Kurian, Chairman, Association of Mutual Funds in India (Amfi) 


Pledging of shares is not a problem. Pledging of shares is what allowed us to 
save Maytas Infra. If they were not pledged, there wouldn't have been a majority 
shareholder willing to acquire the company. Because they had shares and they 
were also a lender, they became the ideal person to protect the company and 
that's a new model of saving a crisis-ridden company. 


- Salman Khurshid, Corporate Affairs Minister, India 
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IMF Keen on 
Reviving 
Securitization 


Just a year after the global 
financial crisis, triggered 
by the cracks in the 
regulatory structure in the 
securiti-zation business, 
the IMF is pushing for the 
revival of the same 
business. The Global 
Financial Stability Report 
(GFSR) released by the 
IMF underlines that 
failure to revive 
securitization may lead to 
continued bank funding 
pressures and drying up of 
credit, which in turn may 
slow down the economic 
activity. It is concluded 
that there are lessons to 
be learned from the past 
which would enhance 
transparency with regard 
to off-balance sheet 
exposures, while restarting 
the business. The disclo- 
sures are supposed to 
carry only materially 
relevant data rather than 
misleading investors or 
securitizers with irrel- 
evant information. 
Industry experts have 
opined that the suggestion 
is in the interests of all 
the stockholders in the 
financial system. “If there 
is greater disclosure on the 
off-balance sheet items 
and the stakeholders are 
not bombarded with 
irrelevant data, every one 
will be in a position to 
take informed decisions,” 
said Ashok Haldia, former 
secretary of the Institute 
of Chartered Accountants 
of India (ICAI). The report 
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also suggested that the 
securitized products should 
be simplified and standard- 
ized to improve liquidity 
and ensure price discovery. 
It is also recommended that 
the securitizer compensa- 
tion should be revised more 
toward a longer-term 
horizon so that the origina- 
tor of the debt will take 
more due diligence while 
giving out loans. 


India Bucks the 
Trend: Back on 
the FDI Radar 


India is back on the global 
investors' radar, even as the 
world economy is reeling 
under the worst credit 


squeeze of several decades. It 
could attract $3.51 bn FDI, 
up 56% from a year ago, and 
remains a favorite destina- 
tion for cross-border invest- 
ments. It has attracted $2.25 
bn in the same month last 
fiscal. Notwithstanding the 
surge in July, the total FDI 
inflows during the April-July 
period contracted by about 
1596 to $10.5 bn, from $12.3 
bn during the same period of 
2008-09, due to poor showing 
in the opening months of the 
fiscal. 

For the fiscal 2008-09, 
the government had set a 
target of $35 bn FDI, but 
could receive only $27.3 bn, 
thanks to the meltdown in 
the global financial markets. 
In an attempt to achieve its 


target and attract more 
foreign investments, the 
government has announced 
the formation of a not-for- 
profit company ‘Invest India’. 
This will be a joint venture 
between the Government of 
India, FICCI and the state 
governments. It will act as 
the first reference point for 
any investor interested in 
investing in India and will 
also coordinate in setting up 4 
business in the country. This 
will be done by making 
available sector-wise 
consultants and coordinating 
with the state governments. 
"The unique feature of this 
company is the partnership 
between the private sector 
organization and the 
Government of India and the 


Swiss Inks New Tax Treaty with Britain to Ease Bank Secrecy 


In a move that would 
further ease the iconic 
Swiss banking secrecy, 
Switzerland signed a new 
treaty with Britain. This 
gives British tax authori- 
ties more access to 
banking information and 
brings Switzerland a step 
closer to being removed 
from a list of interna- 
tional tax havens. The 
deal entails a provision 
for the exchange of 
information as per the 
standards set by the 
Organization for Economie 
Cooperation and Develop- 
ment (OECD). 

The deal came shortly 
after Switzerland signed 
a tax deal with France, in 
which it agreed to share 
banking data upon 


request from France's tax 
authorities as of January 
1, 2010. 

Further, the Swiss 
must sign 12 new tax 
treaties by the end of 
2010 if it has to be 
removed from the OECD's 
'gray list' of tax havens. In 
March, with increasing 
pressure from G20 
nations on tax evasion, 
Switzerland agreed to 
loosen up its strict bank 
secrecy rules and follow 
the tax cooperation rules 
set by the organization. 

Switzerland is yet to 
sign a deal with Germany, 
which has been one of the 
most vocal critics of Swiss 
banking secrecy. However, 
negctiations are expected 
to kick-start in the coming 





days. 

In a recent develop- 
ment, Switzerland has 
also agreed to disclose the 
names of about 4,450 
wealthy American clients 
of UBS to US authorities 
in a tax dispute settle- 
ment that for the first 
time ever challenged its 
vaunted banking secrecy. 
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Impasse Broken: Doha Trade Talks Resume 


In a move that signaled a Though the July 2008 
breakthrough in the meeting was a failure, the 
deadlock over the Doha present meeting under the 
round of WTO talks, the new government in 
impasse was broken and Washington raised new 
talks were resumed from hopes for its success. In 


September 14, 2009. The this context, comments 
talks that began in WTO the Ministerial Meeting 





$ headquarters, Geneva, Chairman and Commerce 

. were held between the and Industry Minister to wrap up things by 2010. 
trade ministers of 35 Anand Sharma, *We have Much has been invested in 
countries to re-energize reached an agreement to the negotiations of Doha 


the issues stalled in the intensify the Doha Round Round and it was time to 
July 2008 meeting. The negotiations. The impasse | take things further.” 


Doha round of WTO has been broken. All the Importantly, the trade talks 
negotiations kick-started participating countries also include negotiations on 
in 2001, but could not agreed by strong consen- services pertaining to 

reach a general consensus sus that the chief negotia- agriculture and Non- 

on the global trade tors and the senior Agriculture Marketing Access 
agreement due to the officials from the WTO (NAMA). The trade minis- 
differences between the countries will meet in ters at the meet also decided 
rich and poor countries. Geneva on September 14 to address the problems and 
Indeed, during the earlier to re-start and re-energize ^ concerns of the developing, 
talks, India and other the trade talks, for which poor and Least Developed 


developing countries had India had taken the lead. Countries (LCDs), for which a 
opposed the rich countries Тһе Ministers of almost 35 rule-based multilateral 


-in giving their farmers countries also agreed to trading system has to be set 
4 huge subsidies, as it would review the progress of the up. It was unanimously 
make the developing talks after three months agreed to conclude the Doha 


countries’ produce costlier. апа do all that is possible round by 2010. 


state governments. This will has indicated recently that the RBI since October last 


seek to leverage synergies of the easy monetary stance, year, might be reversed 
all three as well as address which has been adopted by due to inflationary pres- 
their investment priorities," sures. "We may have to 


Union Commerce and 
Industry Minister Anand 
Sharma said. 


take the call (to exit) 
sooner than most other 
countries. Because as we 
know inflationary pres- 
sures are showing up and 
we need to be sensitive to 


RBI to Reverse 


Expansionar y them," commented 
Subbarao. 
Sta nce He, however, was 


sincere in admitting that 
the RBI had no clear clue 
on when to exit the current 


Т The Reserve Bank of India 
(RBI) Governor D Subbarao 
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accommodative policy 
stance. He said, “The 
current state of expansion- 
ary monetary and fiscal 
policy is not a steady state. 
We got to do it at the 
appropriate time, in the 
right sequence. It is not 
that I know when I am going 
to do it and I am not telling 
the market. We have no 
clear idea.” 

The RBI is not getting 
any clear signal, as the 
economy is yet to shift into 
a higher growth mode 
following the financial 
crisis, but at the same 
time, inflationary pressure 
is building up due to a rise 
in global commodity prices 
and weaker monsoon in 
India. Since the global 
financial crisis erupted in 
September last year, the 
RBI scaled down cash 
reserve ratio by 400 basis 
points (bps), while repo and 
reverse repo rates were 
lowered by 425 and 275 
bps, respectively, to infuse 
liquidity. The government 
has also announced three 
stimulus packages in the 
last one year to boost 
demand. Though the RBI 
may unwind before other 
central banks, the governor 
highlighted the importance 
of coordination in with- 
drawing the accommodative 
policy among nations. 
“Coordination is important 
but it does not mean 
synchronization. It does not 
mean everybody does it in 
the same time. It means 
that everybody has broad 
understanding that when 
others are going to play the 
game,” he added.» 
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Financial Inclusion 


Taking Banking to the Poor 


inancial inclusion has become a 

policy priority. Inclusive growth 

is a process which yields broad- 
based benefits and ensures equality 
of opportunity for all. It is therefore 
synonymous with ‘growth with equity’, 
which is the watchword of develop- 
ment planning in India. The essence of 
financial inclusion lies in ensuring 
that a range of appropriate financial 
products and services are available to 
all and building their capabilities to 
understand and access those services. 

Financial inclusion is defined as 
*the process of ensuring access to ap- 
propriate financial products and ser- 
vices needed by vulnerable groups 
such as weaker sections and low in- 
come groups at an affordable cost in a 
fair and transparent manner by main- 
stream institutional players." Finan- 
cial inclusion, therefore, includes fair 
access to financial products and ser- 
vices. However, if we look at some of 
the statistics in this regard, we find 
tha: the extent of financial inclusion 
in India is relatively in nascent stage 
and a vast major:ty of population 
lacks access to various financial ser- 
vices. A lo: of effort is still required in 
this direction to achieve our objective 
of ‘inclusive’ growth. The range of prod- 
ucts and services which should be 
made available for ensuring financial 
inclusion in order o? priority is given in 
Table 1. 

While financial inclusion in the 
narrow sense may be achieved to some 
extent by offering any or some of these 
services, the objective of ‘Comprehen- 
sive Financial Inclusion’ would be to 
ensure making available an appropri- 
ate and fair set of services encompass- 
ing all of the above. The first thing is 
of course opening of ‘check-in’ account 
or no-frilis account. The next stage is 
providing immediate credit. The poor 
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want accessibility to immediate 
credit. Data from various studies 
show that 80% of the credit require- 
ments of the poor are net for business 
or entrepreneurship, but for life needs 
like meeting a financial emergency, 
sudden illness, etc. The Reserve Bank 
guidelines have facilitated the open- 


ing of ‘no-frills’ account with ready- 
made overdraft facilities, but the 
moot question is how many banks 
have opened a no-frills account with 
this facility. 

This ‘immediate credit’ stage is fol- 
lowed by the need for various savings 3 
products; and then comes the remit- 
tances, payment services, insurance 
(especially health insurance), mort- 
gage, housing loans and financial advi- 
sory services. People have to be made 
creditworthy and ‘financially included’, 
and then only productivity will improve 
in the real sense. We have to traverse 
these stages and we still have a long 
way to cover in this regard. However, the 
data also give us the scope for business 
opportunities that are there if we can 
reach out to all the people. To grasp the 
challenge, first of all, we have to see the 
extent of financial exclusion in India. 


Extent of financial exclusion 

The financially excluded sections 
largely comprise the assetless poor | 
and vulnerable sections of people like 
marginal farmers, landless laborers, 
oral lessees, self-employed and unor- 
ganized sector enterprises, urban slum 
dwellers, migrants, ethnic minorities 
and socially excluded groups, senior 
citizens, and women. Coverage esti- 
mates based on various studies and 
market surveys reflect a dismal pic- 
ture, as only 40% of the people have a 
check-in account, 10% have taken life 
insurance products, 0.6% have taken 
non-life insurance products, and only 
2% have access to credit cards (see 
Table 2). Geographical coverage is also 
very poor, as only 5.2% villages have a 
bank branch. Farmer’s coverage also 
shows that out of 119 million farmers, 
small and marginal farmers are 97.7 
million (82.1%) who lack access to 
these services. 
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Financial inclusion — Over the 


| years 


I The earlier efforts to promote finan- 


+ 


— 


h 4 


cial inclusion started with the coop- 
erative movement. One of the prime 
aims of the cooperative movement 
was to bring in financial inclusion. 
Thereafter, the setting up of State 
Bank of India in 1956, the national- 
ization of banks, the lead bank 
scheme, incorporation of regional ru- 
ral banks, the Service Area Approach 
scheme, and formation of self-help 
groups, etc., helped in taking the 
banking services to the people. How- 
ever, we are aware that despite such 
measures, a considerable percentage 
of the people of the total population 
have still no access to the institu- 
tional credit system. A major reason 
for our failure to promote financial in- 
clusion has been the lack of appropri- 
ate technology which could be lever- 
aged to the fullest extent. 

The process of financial inclusion 
in India can broadly be classified into 
three phases. During the First Phase 
(1960-1990), the focus was on chan- 
nelling credit to the neglected sectors 
of the economy. Special emphasis was 
also laid on the weaker sections of the 
society. The Second Phase (1990- 
2005) focused mainly on strengthen- 
ing the financial institutions as part 
of the financial sector reforms. Finan- 
cial inclusion in this phase was en- 
couraged mainly by the introduction of 
Self- Help Group (SHG)-bank linkage 
program in the early 1990s and Kisan 
Credit Cards (KCCs) for providing 
credit to farmers. The SHG-bank link- 
age program was launched by the Na- 


Products and Services 


Basic Bank accounts - check in account 










Savings products | 


Insurance - Healthcare services 


г Financial advisory services 






‘Source: Estimates from Various Studies 
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tional Bank for Agriculture and Rural 

Development (NABARD) in 1992, 

with policy support from the RBI to fa- 

cilitate collective decision making by 
the poor and provide ‘doorstep’ bank- 
ing. During the Third Phase (2005 on- 
wards), ‘financial inclusion’ was ex- 
plicitly made as a policy objective and 
the thrust was on providing banking 
services like savings deposits through 

‘no frills’ accounts. A synoptic view of 

financial inclusion is as under: 

e Number of no-frill accounts—4.15 
crore as on end-June 2009. 

e Number of rural bank branches— 
31,727, constituting 39.796 of total 
bank branches (as on June 30, 2009). 

e Number of ATMs—44,857 (as on 
May 31, 2009). 

e Number of POS—4,70,237 (as on 
May 31, 2009). 

e Number of cards—167.09 million 
(as on May 31, 2009). 

e Number of kisan credit cards—76 
million (Source: CMIE publication 
2007-08). 

e Number of mobile phones—403 
million (as on April 30, 2009). 

а Out of which 187 million (46%) 
do not have a bank account 
(Source: Cellular Operators As- 
sociation of India). 


Steps taken by the RBI 


Enabling access to a greater number of 
the population to the structured and or- 
ganized financial system has explicitly 
been on the agenda of the RBI since 
2004. The RBI has taken a number of 
steps to create an enabling environ- 
ment for bringing the financially ex- 
cluded population into the formal finan- 
cial system. Some of the steps taken by 
the RBI are: 

e Inthe Annual Policy Statement for 
the year 2005-06, it was stated that 
the RBI will implement policies to 
encourage banks, which provide ex- 
tensive services for financial inclu- 
sion, while disincentivizing those 
which are not responsive to the 
banking needs of the community, in- 
cluding the underprivileged; 

e Banks were urged to review their ex- 
isting practices to align them with 
the objective of financial inclusion; 
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Extent of Coverage 
Present Coverage 


Services 


Life Insurance 10.0% 


Credit Card 2% 


Source: Estimates from Various Studies 


Banks have been advised to make 
available a basic banking no-frills 
account with low or nil minimum 
balances; and Know Your Customer 
(KYC) norms have been relaxed; 
Introduction of General Purpose 
Credit Cards (GCC); 
Banks have been allowed to use 
Business Correspondents (BCs) as 
their agents, supporting IT-enabled 
financial inclusion; 
SLBC convener banks have been 
advised to ensure 100% financial 
inclusion in identified districts; 
Recognizing that lack of awareness 
is a major factor for financial exclu- 
sion, a number of measures have 
also been taken towards financial 
literacy and credit counseling; 
Guidelines on introduction of tech- 
nology products and services as pre- 
paid cards/mobile banking, etc.; and 
e Allowing RRBs/Co-op banks to sell 
insurance financial products. 

The 11% Five Year Plan also talks 
about the inclusive growth of India. In- 
clusive growth cannot happen without 
financial inclusion. The 11% Five Year 
Plan (2007-12) envisions inclusive 
growth as a key objective. The plan 
document notes that the economic 
growth has failed to be sufficiently in- 
clusive, particularly after the mid- 
1990s. The Indian economy, despite 
achieving a high growth momentum 
during 2003-04 to 2007-08, could not 
bring down unemployment and роу- 
erty to tolerable levels. Further, a 
vast majority of the population re- 
mained outside the ambit of basic 
health and education facilities during 
this high growth phase. In recent de- 
cades, economic and social inequali- 
ties have increased alongside high 
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growth rates which have exacerbated 
regional inequalities. The latest sev- 
enth quinquennial survey by the Na- 
tional Sample Survey Organization 
(NSSO - 61% Round) reveals that 
growth rate of employment increased 
from an annual 0.98% during the pe- 
riod 1993-94 to 1999-2000 to 2.89% 
durirg the period 1999-2000 to 2004- 
05, while the acceleration in the rate 
of growth of labor force from 1.03% to 
2.93% during same period had nega- 
tive impact on employment rate. 
Similarly, the poverty ratio declined 
during the recent period, but it contin- 
ued to remain at a very high level cf 
27.596 (Uniform Recall Period) in 
2004-05 from 36.09» in 1993-94. The 
most disturbing fact is that the in- 
come inequality, as commonly mea- 
sured by consumption expenditure 
(Gini coefficient), increased in India 
from 32.9% in 1993 to 36.2% in 2004 
(Ali, I and J Zhuang: 2007). A quick 
look at the data on the sources of 
loans and also percentage of persons 
having annual income less than Rs 
50,000 shows that 28.3% had bank ac- 
counts and only 13% had availed of 
bank finance; and even in the higher 
income bracket, exclusion existed. 
Hence, the recent foeus has been on 
providing access to affordable bank- 
ing services to every person. 

Globally, the mainstream financial 
institutions have realized now that the 
poor are bankable, and this has hap- 
pened because of the use of technology 
on a mass scale. Another important de- 
velopment which has taken place in our 
banking system has been the adoption 
of BC model in our efforts towards 
achieving financial inelusion. However, 
we are yet to take full advantage of the 
BC model and have to devise ways to 
make it successful. We have to ensure 
that banking services reach the door- 
steps of the poor and the poor need not 
go every time for credit to a bank 
branch. For opening branches in 
unbanked rural centers, the rules have 
also been liberalized. Similarly, we 
have liberalized the KYC guidelines. 
The ATM guideline has also facilitated 
the use of other banks’ ATMs, which has 
resulted in customer convenience. To- 
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day, no license is needed for setting up 
ATMs. 

To further enhance the reach of fi- 
nancial inclusion, two special funds 
have been created—the Financial Inclu- 
sion Promotion Fund (FIPF) and Finan- 
cial Inclusion Technology Fund (FITF) of 
Rs 500 cr each in terms of the recom- 
mendations of the Rangarajan Com- 
mittee on financial inclusion. This 
Committee was set up by the Govern- 
ment of India to go into the issue in 
depth. 


Major challenges 

There are many stumbling blocks in 
providing access to affordable financial 
services to each and everyone in the 
country. Some of the restraming factors 
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in this regard are: 

Absence of technology 

Absence of reach and coverage 
Flawed delivery mechanism 
Absence of a business model, and 
The challenge of involving all the 
stakeholders 

The other challenges which emerge 
are: including a large number of poor 
and illiterate people hitherto excluded 
from the formal financial system and 
bringing them into the mainstream. 
Financial inclusion should be mea- 
sured not only in terms of the number 
of bank accounts/no-frills accounts 
opened by the rural, semi-urban, and 
the urban underprivileged sections, 
but also by the credit disbursed 
through these accounts. At present, it 
reflects a dismal picture, and a lot of 
serious efforts are required in order to 
pass on the benefits of financial inclu- 
sion to the poor in the real sense. We 
also have to create a demand by in- 
creasing the absorption capabilities 
for financial and bankimg services 
through various financial literacy ini- 
tiatives. There is a need fer: 





С 


DO 00 D 


Globally, the mainstream financial institutions 
have realized now that the poor are bankable. 


e Ensuring a participatory process for 
inclusive development; 
e Reducing the high transaction costs; 
e Ensuring proactive participation of 
big technology players, and 
e Leveraging technology while safe- 
guarding customer confidentiality. 
Let us examine these issues in de- 
tail. When we analyze the problems and 
difficulties in the matter, we find that 
while there are islands of excellence, big 
oceans of deprivation and non-perfor- 
mance remain. It is clear that scaling up 
activities is a difficult task, as the 
transaction costs are high. To make it 
happen, such costs should be shared by 
all the stakeholders. It must be shared 
by the state if it feels that it will lead to 
development. It has to be shared by the 
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bank, provided they feel that there is a 
future business. It must be borne by the 
customer also, if he gets the banking 
services or products he needs at his 
doorstep. The key here is to effectively 
work out this cost. Today, with the tech- 





“4. 


nology we have on our hands, we сап pro- . 


vide all government and state schemes, 
services and benefits directly to the 
poor. But there is no reason why the 
state should not charge for this, as it 
helps reducing its cost of administra- 
tion in providing such service. Simi- 
larly, if a bank feels that this will be- 
come a profitable business in future, it 
should be first prepared to invest in this 
business. So, it is important that we 
work out an appropriate business 
model for promoting financial inclusion 
in the country. 

It is equally important that all the 
stakeholders work together in a partici- 
pative way to achieve the goal of finan- 
cial inclusion. Unless and until all the 
people come together and accept re- 
sponsibility for financial inclusion, it 
will not be possible. Most of the new no- 
frill accounts opened under financial in- 
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clusion have small value transactions, 
which are not cost supportive for the 
banks. Therefore, the banks have to 
work out ways to adcress the transac- 
ticn costs in such accounts. Further, it is 
important that big technology players 
support the banking system in its ini- 
tiatives for technolegy-enabled finan- 
cial inclusion by providing technology 
solutions which are scalable and cost- 
effective. 

Poor infrastructure in many parts 
of the country also inhibits the devel- 
opmental process. It is important that 
in order that the bank-branch reaches 
to the remotest corners of the country, 
the infrastructure in the country, like 
road. rail, power and other related fa- 
cilities, should also be developed. 


Looking forward, inclusive growth is critical for 
the development of the country, and the banking 
system has an important role to play in the devel- 


opment process. 


Availability of products that cater to 
the needs of the masses is important. 
People will be comfortable in using 
simple products rather than going for 
the sophisticated instruments. In this 
regard, flexibility is an important cri- 
terion, and the products and services 
available should be flexible and cus- 
tomized based cn the needs of the 
people. The products should be easily 
understood, especially as they are 
meant for the poor people, and there 
should be minimal paper work. We 
should try to identify the best delivery 
models/business models for financial 
inclusion. 

Further, the inclusion efforts should 
not be concentrated on the rural areas 
only. We have a number of people in the 
urban areas who are financially ex- 
cluded. The challenge is also there in 
the urban and metropolitan centers, es- 
pecially in the case of migrant laborers 
who do not have residence or identity 
proof. They also have banking needs, 
and the issue has rot been addressed 
seriously. There is a good scope for busi- 
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ness for the banks, as the remittance of 
money by these migrant workers to 
their hometown 1s often dependent on 
informal channels. 


The way forward 

Comprehensive financial inclusion, in 
the real sense, can be achieved through 
greater financial literacy, increased in- 
come generation, overcoming regional 
imbalances, revamping of RRBs and 
cooperatives and leveraging technology. 
On the financial side, this spans micro- 
products, pensions, savings, insurance, 
technology, computers, connectivity, 
mobiles, cards, outreach mechanisms, 
BCs/BFs, MFIs, post offices, 
telecentres, local bodies, NGOs, coop- 
eratives and banks under the financial 


| 


literacy umbrella. Оп the governance 
side, we need enhancement of absorp- 
tive capacity, empowerment and eco- 
nomic enablement of SHGs as well as 
individuals through social spending/de- 
velopment interventions in a participa- 
tory framework. 

Looking forward, inclusive growth is 
critical for the development of the coun- 
try, and the banking system has an im- 
portant role to play in the development 
process. Banks have to perceive finan- 
cial inclusion as a commitment as well 
as an opportunity for business growth. 
The biggest challenge is to bring about 
an attitudinal shift and change in the 
banks' mindset. Information and com- 
munication technology should be lever- 
aged by banks, and with the appropri- 
ate use of the BCs, the outreach of the 
formal financial system should be en- 
larged to reach out to the unbanked and 
underbanked areas. 

The global economic meltdown has 
also highlighted the inclusive growth 
issues. There is an opportunity as well 
in this; however, we have to identify 


those potential areas where business 
opportunities exist. Focus on domestic 
consumption and investment cannot 
come without linking the people with 
the banking system. If we want to 
make spending more productive and 
more efficient, its delivery has to be 
through a bank account and no mea- 
sures are better than providing ben- 
efits of various government schemes 
directly in cash to the beneficiaries 
through the banking channel. Lord 
Meghnad Desai has also advocated 
that everything should be given to the 
poor in cash and put directly into their 
bank account so that it will be more 
beneficial to the poor. 


Commitment to inclusion 

The road to 100% financial inclusion 
and inclusive growth in the country is a 
difficult one. The ideal situation envis- 
aged is to have a bank account in each 
household. The response from the 
banks has been encouraging; however, 
it would be difficult to sustain the ini- 
tial momentum if the financial inclu- 
sion initiatives are not implemented 
earnestly and with the right intent. 
Many of the no-frills accounts opened 
have remained inoperative. Thus, 
there is a need for creating increased 
awareness among the populace 
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through sustained financial education . 


efforts. We have to leverage technology 
to the utmost, and in this process, all 
the stakeholders have to come together 
to make it happen. 

We have to address the enormous 
challenge of building a strong enabling 
environment for ensuring financial in- 
clusion which will lead to the reshap- 
ing of the financial framework. With- 
out access to essential financial tools 
like savings, credit products and insur- 
ance, any volatility can lead to cata- 
strophic outcomes for the vulnerable 
poor. As India engages with the world, 
we need to commit to financial inclu- 
sion which will enable us to build 
safety nets for the poor and bring them 
from the margin to the mainstream of 
economic activity.m 
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! Public Sector Banks 


Coming of Age 
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anking system is the lifeline of 

an economy. Financial interme- 

diation by way of mobilizing 
savings and lending to enterprise for 
the growth and development of an 
economy is present in some form in ev- 
ery economy. In India, institutionaliz- 
ing the banking system began with the 
entry of small private banks, mostly 
owned initially by the princely states. 
With the rise in economic activities, 
they began to occupy a bigger space in 
financing trade and commerce, thus 
playing a critical role in the develop- 
ment of the economy. Tracing the gen- 
esis of the Public Sector Banks (PSBs) 
in India, it can be recalled that with a 
view to aligning the banking system to 
the needs of planning and economic 
policy, the policy of social control over 
the banking sector was adopted in 
1967, which marked the beginning of a 
new phase in the banking sector in In- 


‚ dia. Accordingly, the banking system 


had to be reoriented to meet the socio- 
economic dimensions, leading to bank 
nationalization. 


Nationalization of banks 

Thus, the major structural change in 
the banking architecture came with 
the commitment of the government to 
implement social control on banks to 
make them realize the national goal of 
developing the grassroots economy. 
Fourteen major banks were national- 
ized in 1969, and six more in 1980. 
With this, the major segment of the 
banking sector came under the control 
of the government. A few other social 
control measures were also imple- 
mented, such as assigning priority sec- 
tor lending targets. This led to the 
massive expansion of branch network 
to better provide banking access to 
masses across the country, especially 
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in rural areas. These developments 
created a strong network of PSBs, 
meant to bring about a socio-economic 
transformation in the society. The pen- 
etration of PSB network helped in mo- 
bilizing the deposit resources from the 
publie and in stepping up credit dis- 
pensation in the hinterland. The share 


of credit to agriculture, which consti- 
tuted a small portion for a long time, 
improved significantly with the onset 
of lead bank scheme and district credit 
plans. However, the objective to pro- 
vide credit at concessional rate led to 
the administered structure of interest 
rates and other micro controls. The 
more exciting phase of banking came 
with the onset of bank reforms, trans- 
forming PSBs into dynamic, smart and 
tech-savvy organizations, capable of 
disseminating banking services of glo- 
bal standards. 


Transformation of PSBs 

The PSBs quickly transformed into 
modern banking outlets, vying with 
their new-age competitors. Banking 
sector reforms introduced on the rec- 
ommendations of the Narasimham 
Committee (1991) marked the cre- 
ation of unprecedented competition in 
the banking space with the debut of 
new generation private sector banks. 
The setting up of more branches of for- 
eign banks, spurt in capital market ac- 
tivities, entry of mutual funds, exacer- 
bated commodities market and 
heightened activities of Non-Banking 
Finance Companies (NBFCs) together 
combined into a force to transform the 
PSBs. Amidst these changes, the 
PSBs have developed their skills sig- 
nificantly, serving their customers 
with a blend of technology, product di- 
versification, and innovative ideas. 
This led to a significant performance 
by the PSBs in the more liberalized 
banking space. The reorientation of 
employees to acquire new skill sets in 
technology, marketing, soft skills, pub- 
lic relations, product designing, pric- 
ing, risk management, training and de- 
velopment, etc. was a big challenge. At 
the same time, the growth parameters 
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will affirm the commitment of PSBs to 
provide value to customers in the form 
of ‘quality service’. 


Performance of banking system 
The architecture of the banking system 
in India consists of different groups of 
banks, each having their own niche 
market. The banking industry com- 
prises PSBs, Private Banks, Foreign 
Banks, Regional Rural Banks and Co- 
operative Banks. Among them, the 
share of the PSBs acceunted for 72.6% 
of the total advances of all Scheduled 
Commercial Banks (SCBs) as on 
March 31, 2008, which is all set to in- 
crease now. Despite the rise in the 
market share of new generation pri- 
vate sector banks from 2.6% in March 
1997 to 17% in March 2008, the pre- 
deminance of the market share of the 
PSBs continues. In terms of business, 
banks in India have shown an impres- 
sive growth in deposits mobilization 
over the years (the tetal deposit grew 
at CAGR of 19.6% from FY2003 to 
FY2008 and 17.6% from FY1988 to 
FY2008). Among the group of banks, 
private sector and foreign bank depos- 
its have grown at a higher CAGR of 
25.7% and 22.5% respectively from 
FY2003 to FY2008. Deposit as a per- 
centage of GDP has increased steadily 
from 8.7% in FY1951 to 67.8% in 
FY2008 mainly due te the rapid expan- 
sion of the PSBs. 

Coming to the current trends of per- 
formance, in the case of deposits, the 
RBI has fixed a target of 18% growth 
for 2009-10. The growth in deposits in 
2008-09 at 22% was less than the 
23.196 recorded in 2007-08. In the cur- 
rent year 2009-10, though banks have 
reduced the interest rates on deposits, 
the deposit growth in the first quarter 
(April-June 2009) was 3.6%—higher 
than the 1.8% recorded in the previous 
year. In the case of advances, the year- 
on-year growth in credit at 15.7% for 
the first quarter of the current year is a 
good indicator in the light of the 
recessionary impact. 


Impact of competition 


We have seen that over 16 years of 
banking sector reforms have gradually 
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heightened the competition among 
banks. Improvement in the quality of 
customer service received topmost pri- 
ority and emerged as the key business 
differentiator between competitors. 
Right from customization of products 
to suit the customer appetite, expan- 
sion of the range of products/services, 
and wider use of technology to make 
banking more accessible at customer's 
call, to the minute customer needs 
have received the PSBs' attention. The 
rigorous homework done by the PSBs 
to improve the face of banking is vis- 
ible in their bank branches. The trans- 
formation in the approach and atti- 
tude of the employees towards custom- 
ers is evident. Thus, the PSBs too have 
fast changed their service delivery 
model/style to compete with their pri- 
vate peers. 


Role of technolegy in 
transforming PSBs 
Technology has changed the face of the 
PSBs, more particularly in the last five 
years. The PSBs are now fast cruising 
towards providing virtual banking ser- 
vices. The visible »enefits of IT in day- 
to-day banking are quite well-known. 
There is ‘anywhere banking’ through 
core banking systems, ‘anytime bank- 
ing’ through ATMs, and Net and mo- 
bile banking in some banks. In addi- 
tion, IT has enabled the efficient, accu- 
rate and timely management of the in- 
creased transaction volume that 
comes with a larger customer base. 
Technology, a-great enabling tool to 
improve the quality of banking, which 
was earlier making inroads in a small 
way in the PSBs, suddenly picked up 
pace to gain a strategic position in 
shaping up banking serviees. It did not 
take much time for even the PSB em- 
ployees to realize how technology could 
make their life more comfortable at 
workplace. Thus, the technological in- 
novation not only enabled a broader 
reach for consumer banking, but also 
enhanced its capacity to process more 
business transactions. Aecordingly, in 
order to provide service of global stan- 
dard, most banxs have migrated to 
Core Banking Solution (CBS), intro- 
duced e-banking products, and set up 


on-site and off-site ATMs. Currently, 
67% of bank branches are on CBS 
mode, while around 35,000 ATMs are 
located off-site. The service charges on 
use of other banks’ ATMs have been 
dispensed with. 

CBS has enabled the PSBs to create 
a central shared database support cov- 
ering the entire banking application, es- 
tablishing a connectivity among 
branches. Business processes in all the 
branches of a PSB led to the usage of a 
common database in a central server 
located at a data center, which gives a 
consolidated view of the bank’s opera- 
tions. Branches function as delivery 
channels, providing services to the cus- 
tomers of the bank. 

CBS is an integrated application 
that supports real-time, multi-banking 
and multichannel strategies. The single 
biggest achievement behind the imple- 
mentation of CBS is that each customer 
is truly the customer of the bank and 
not just the customer of the branch, 
where his/her account is maintained. 
While this move could enable the PSBs 
to adopt better customer relationship 
management, it has already led to the 
seamless integration of off-site ATMs, 
introduction of debit cards, Internet 
banking, and point-of-sale terminals 
where the customers can now draw up to 
Rs 1,000. 


Role of new delivery channels 

In line with the rising competition, 
many banks have aggressively focused 
on building up a diversified product 
range. The new-age lifestyle products 
relate to retail, SME and exports. 
Some banks have set up centralized 
loan processing hubs to ensure that the 
turnaround time is rationalized and 
speedy decisions are possible. The loan 
applications are procured, processed 
and sanctioned at a centralized point 
on assembly line principles. Going be- 
yond the expectations of their custom- 
ers, the PSBs are gearing up to deliver 
a variety of banking services. Conse- 
quently, more number of off-site/on- 
site ATMs have been set up. Now, the 
RBI has dispensed with the need to ob- 
tain its prior permission to open off- 
site ATMs. 
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Schemes for Financing 
the MSME Sector 
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Manufacturing sector - 


Laghu Udyami Credit Card Scheme: 


| Eligibility: Artisans, Micro & Small Enterprises 


including those in Micro sector, Professionals and 
self employed persons, enjoying working capital 
upto alimit of Rs. 10lakhs. 

Flexi (SSI) Term Loan: 

Eligibility: Micro & Small Enterprise borrowers 
with record of cash profit for atleast 3 years 
and whose accounts are classified as 


| Standard Assets. 


SME Credit Plus : 
Eligibility: Existing Small enterprise borrowers 


| classified as standard asset as on 31st March 


for the past 2 consecutive years and credit 
Rating should be as per Bank's norms for 
units enjoying credit limits over Rs. 25 lakhs. 
Will be extended to customers enjoying high 





standing and intergrity. The facility may be 
extended to new borrowers also. 
Reimbursement Facility under Term Loans: 
Eligibility: Existing borrowers with satisfactory 
track record. 
SME Care: W/C Facility 
SME Help : Termloan facility 
Eligibility : All SME A/c satisfactorily conducted 
having fund based limits up to Rs. 10.00 Crore, 
Subject to: 

i). Theunithas earned profits for last 3 years. 

|). It has submitted financial statements / stocks 

statements etc., regularly. 

ІІ). The credit limit has been renewed timely 

iv). The Debit / Credit summations in the loan 
А/сру &large satisfactory 


— 


Export Credit in Foreign Currency / Local Currency and 
other attractive Forex Loan facilities available. 


For details contact your nearest branch or 


Call Help Line. 1800-425-2244 or PRI No. 080-2230 0020 


* Conditions apply 


Working (ол, 4; better Comorrow 


Head Office : Mysore Bank Circle, K. G. Road, Bangalore - 560 254. www.statebankofmysore.co.in 
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Marketing architecture 

The PSBs have also been adopting ag- 
gressive marketing and selling strate- 
gies by carving out separate outfits at 
various levels. Development of CRM 
deta, data mining, lead generation, 
cross-selling and up-selling practices 
are adopted to improve the marketing 
performance of the PSBs. Lateral re- 
cruitment of specialist marketing offic- 
ers, identification of marketing teams, 
scouting for in-house talent to train and 
groom, and formation of marketing 
teams are some of the strategies 
adopted for strengthening the skill sets. 
Website, e-media, print media, hoard- 
ings and pole kiosk, etc. are also used 
extensively to publicize the bank’s vari- 
ous products, services and offerings. 


Rebranding of PSBs 

Some of the PSBs in the recent past 
have undertaken rebranding exercise to 
improve their visibility. Change of logo, 
adoption of new brand color, superim- 
posing a tag line, use of standard 
signage, etc. are tried out to provide a 
corporate identity and to establish dis- 
tinguished brand popularity. These ef- 
forts have begun to manifest in the form 
of an enhanced brand value. 
Rebranding is also an exercise to better 
position the bank in the financial mar- 
ket to woo the young potential custom- 
ers who appreciate a brand’s visibility. 
Since the branding is synchronized with 
the expansion of e-delivery channels, 
the young customers get more attracted 
to the tech-savvy banks. 


Financial inclusion 

As part of the efforts to move towards 
more inclusive growth, the PSBs have 
adopted certain villages for 100% fi- 
nancial inclusion. Further, they have 
worked on publicizing ‘no-frill’ ac- 
counts, participating actively in gov- 
ernment sponsored National Rural 
Employment Guarantee Act (NREGA) 
projects to reach out to more people, 
collaborating with service providers for 
introducing smart card palm-held 
swipe systems to promote low scale 
banking in villages. Banks have also 
developed a host of microfinance prod- 
ucts and are roping in more self-help 
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groups to disseminate banking in the 
hinterland. Regional Rural Banks 
sponsored by PSBs are also getting 
closely associated with microfinance 
and financial inclusion. The PSBs are 
all set to use the model of Business 
Facilitator and Business Correspon- 
dents to make banking available at af- 
fordable cost to the customers. 


Resilience of PSBs 

Emerging from the inward looking 
working environment prevailing prior 
to the reforms, the PSBs have not only 
been able to compete more effectively 
with their private sector peers, but 
have set a high growth agenda to im- 
prove their market share. It will be in- 
teresting to observe that the loss of 
market share to new generation banks 
has not flown only from the PSBs. Old 
private banks and foreigm banks also 
had seen their market share shrink. 
Moreover, the PSBs could quickly ad- 
dress their mindset issues and move 
from the sellers market to the buyers 
market with zeal to compete and make 
more space in the banking industry. 
The employees of the PSBs could real- 
ize the need to unlearn the past prac- 
tices and learn the nuances of new age 
banking in the globalized environ- 
ment. This employee reform and their 
reorientation placed the PSBs on a 
high growth track, notwithstanding 
the tough competition from new gen- 
eration banks. 


Future potentiality of growth 


In terms of business growth, banking 
industry is set togrow well in the com- 
ing years. The pace of deepening of 
banking system in India is still low. 
While the financial inclusion ratio is 
said to be in the range of 44%, only 
59% of adults in India have a bank ac- 
count. Banks can expand to reach out 
to more people. The only issue is the 
cost of reaching. The Raghuram Rajan 
Committee has recommended in- 
creased use of Business Correspon- 
dent/Business Facilitator model, 
which the PSBs have begun to use. 
The bank assets to GDP ratio was 
93.3% in 2008-09. Credit to GDP ratio 
and deposit to GDP ratio were at 


52.2% and 72% respectively. These ra- 
tios have abundant scope for rising in 
the years to come to compare well with 


international standards. A cross-’ 


country comparison indicates that 
bank assets to GDP ratio in India in 
2001 was 48% compared to Indonesia 
(101%), Korea (98%), the Philippines 
(91%) and Malaysia (166%). They 
compare much lower with the devel- 
oped economies such as UK (311%), 
France (147%) and Germany (313%). 
This comparison and the status of fi- 
nancial inclusion reflect the immense 
untapped potentiality of growth. 
Moreover, the gross domestic savings 
rate in India is high compared to many 
developed countries, affirming its ap- 
petite to save more. The PSBs are 
gearing up fast to catch up with the 
rising business volumes by restruc- 
turing their work processes and proce- 
dures. 


Second to none 

The ability of the PSBs to migrate to 
the gradually upgraded prudential 
norms of banking sector reforms, 
faster pace in the adoption of technol- 
ogy, innovation used in diversifying 
product range, acquiring marketing 
and soft skills, commitment to dis- 
seminate competing quality of cus- 
tomer service, and the changing the at- 
titude to serve the customers are some 
of the hallmarks of transformation. 
Chasing shifting goal posts for quanti- 
tative and qualitative growth, adopt- 
ing dynamic decision making in pricing 
strategies to stay active in the market, 
meeting the challenges of increasing 
customer expectations, improving the 
corporate governance standards ema- 
nating from regulators, and keeping 
the stakeholders’ interest high on the 
agenda are also some more dimen- 
sions of maturity of the PSBs. The 
changed visibility of the PSBs is a defi- 
nite indicator of their commitment to 
compete. Appreciating this visible per- 
formance signage and the progressive 
vision with which they move on, it can 
be said that the PSBs have come of. 
age. m 
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Competition in Banking Sector 


Changing Dynamics 


ompetition is the buzzword in 

the banking sector. Healthy 

competition pushes the banks 
to a higher growth trajectory. In India, 
banks function under a sound and effi- 
cient regulatory and supervisory envi- 
ronment. Limited by this control, 
banks play their crucial role in the eco- 
nomic development of the nation. Con- 
sequent to the banking sector reforms, 
initiated in the early 1990s, the In- 
dian banking scenario witnessed a re- 
markable transformation in its func- 
tion and gradually braced a paradigm 
shift to innovative and competitive 
technology-based environment. 

The day of traditional banking is 
now over. The banking industry has 
undergone a sea change. Private 
banks and foreign banks have gradu- 
ally made their inroads and stiff com- 
petition posed by them has made this 
happen. The pace of transformation 
has been more significant in recent 
times, with technology acting as a 
catalyst. While the banking system 
has done fairly well in adjusting to the 
new market dynamics, greater chal- 
lenges and competition lie ahead. 


The post-nationalization phase 

Healthy competition among the 
banks contribute to the growth of the 
economy. After nationalization, 
banks have ushered in a new era of 
competition for growth. The stress 
was on balance sheet size—increase 
in deposits and loans, driven prima- 
rily by expansion of branches. 
Branches were opened in unbanked 
far-flung areas for ameliorating the 
economic condition of the downtrod- 


»-den and neglected sections of the 
' economy. 


Banking has become hugely com- 
petitive since the inception of finan- 


| Chartered Financial Analyst | 








Satish Chander Gupta 
Chairman and Managing Director, United Bank of India 


cial sector reforms. India resorted to 
liberalization and deregulation of the 
banking sector to keep pace with the 
global changes and to cope with the 
ongoing reforms in real sectors. Lib- 


eral policies were introduced to make 
the banks strong, efficient, prudent, 
functionally diverse and internation- 
ally competitive, without compromis- 
ing the safety and soundness of the 
banks. The administered interest 
rate regime was abolished, branch li- 
censing policy was liberalized, and re- 
striction on the entry of private sector 
banks was diluted. Foreign banks op- 
erating in India now can open new 
branches, provided they fulfil the 
norms set for the entrance of new 
banks. The government diluted the 
holding stake of equity in PSBs to 
51%. The entry of new private banks 
and foreign banks generated fierce 
competition, as new products and bet- 
ter technology entered the market. 
The production and profitability of the 
banks have improved due to a variety 
of initiatives taken by the banks, in- 
cluding adoption of modern technology 
and reduction in operating cost. 


On the technology front 

The banking sector witnessed im- 
mense competition in the adoption 
and implementation of new technol- 
ogy. In the post-reform period, tech- 
nology has not just brought funda- 
mental changes in product differen- 
tiation and delivery, but also influ- 
enced productivity efficiency and prof- 
itability of the banks. Rapid techno- 
logical changes enabled the banks to 
render quicker and more efficient ser- 
vice. As the new entrants got the ad- 
vantage over existing players, fierce 
competition dominated the banking 
sector. The result is change in the 
mindset and a plethora of customer- 
friendly new products that gradually 
changed the entire landscape. Banks 
promptly adopted the new IT-induced 
technological changes and installed 
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Core Banking Solution (CBS). Com- 
petition was at its peak in transform- 
ing the conventional system to mod- 
ern technology-based products and 
services. Many banks implemented 
Eleetronic Funds Transfer System 
(EFT), Real Time Gross Settlement 
(RTGS), ECS, and retail payment 
through cards and ATMs. 


Changing ambience 

There are visible signs of change in 
the banking sector due to tough com- 
petition. The ambience of the 
branches of the banks, including those 
of Public Sector Banks (PSBs), have 
been spruced up to attract customers. 
Alternative delivery channels like 
online banking, mobile banking, 
credit and debit cards, phone banking, 
etc. have been introduced. 

In the regulated setup, the growth 
of balance sheet was natural since the 
spread between the lending rate and 
borrowing rate was fixed. After the de- 
regulation, the spreads were 
squeezed. With increased competition 
in wholesale banking, there has been 
a squeeze in margins. This has led 
PSBs to focus on retail banking so as 
to obtain access to low-cost funds and 
to expand into relatively untapped 
but potential growth areas like hous- 
ing finance, credit cards, auto loans, 
consumer finance, etc. The most chal- 
lenging part of retail financing is prod- 
uct innovation, and taking care of the 
needs and requirements of the cus- 
tomers. 


Aiming for bigger market share 

Esch bank thrives on the market 
share of the business. Competition in 
the banking sector centers around re- 
taining and increasing the market 
share of the business by each bank. 
Acute competition, with the new gen- 
eration private sector banks bringing 
in technology, has resulted in laying 
greater emphasis on product innova- 
tion, backed by IT advancement and 
thrust on customer-centric produets. 
Competition leads the banks to more 
dynamic financial services in terms of 
range and type of new and innovative 
products. Technology-driven baskets 
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of services are new being offered by 
the banks. 


Customer is the king 

Competition has become keener on ac- 
count of the advancement in commu- 
nication technology. With increasing 
competition among banks, customers 
are also becomirg more discerning 
and demanding. There is an increased 
focus on customer-orientation in all 
activities of the banks. Retaining ex- 
isting customers is more important 
and difficult than bringing in new cus- 
tomers today. Maintaining customer 
service levels is “һе key to business 
growth in the banking sector. The for- 
midable customer-base ef the PSBs 
and their goodwil gives them a com- 
petitive advantage. The present day 
young generation customers, who are 
reluctant to come to the bank 
branches, can nov transact from their 
homes and offices. A large number of 


| 
customers now prefer to withdraw 
cash from nearby ATMs, avoiding the 
long queues at branches. With the ad- 
vent of technology, the banks have de- 
veloped these elternative delivery 
channels, which may help in replacing 
the traditiona! branch network. 
Banks at present are oriented to- 


wards vigorous marketimg and vari- 
ous products and services. 


Growth strategies 

Competition is now too stiff to achieve 
a targeted growth. Extending loans to 
Micro, Small and Medium Enterprise 
(MSME) sector, increase in fee-based 
income, effective management of Non- 
Performing Assets (NPA), compliance 
of Basel-II norms, proper implemen- 
tation of risk-management frame- 
work, improvement in online services 
to customers, extending finance to in- 
frastructure prejects, increase in Net 


Aggressive cost control measures, spreading 
risks across а wider basket of portfolios, augmen- 
tation of fee-based income, etc. are the main 
concern at present in the banking sector. 


Interest Margin (NIM), etc. are some 
of the areas where the banks are striv- 


ing to stimulate themselves to gain an * 


edge over others in the competitive en- 
vironment. Productivity, efficiency, 
profitability, return on capital, net in- 
terest margin and return on assets 
are now the important performance 
parameters. Aggressive cost control 
measures, spreading risks across a 
wider basket of portfolios, augmenta- 
tion of fee-based income, etc. are the 
main concern at present in the bank- 
ing sector. 


The most significant challenge be- | 


fore banks is the maintenance of rigor- 
ous credit standard, especially in an 
environment of increased competition 
for new and existing customers. To re- 
main competitive and profitable in 
the markets, the banks need to focus 
on reduction of operating costs and di- 
versification of activities. Otherwise 
increased competition and pressure 
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may impinge оп the profitability of 
the banks. Beyond the conventional 
role, the banks have moved forward to 
offer wider financial services, such as 
merchant banking, life and non-life in- 
surance, mutual funds, and invest- 
ment banking, on their own and 
through tie-ups. Policy makers are 
now increasingly favoring such strate- 
gic alliance between PSBs and other 
financial players for enhancement of 
their product range, leverage of econo- 
mies of scale and to reduce costs. 





Efficient workforce 

Competition entails some compul- 
sion. The efficiency and progress of 
banking sector depends not only on 
portfolio management of assets and 


à 


information acquisition, but also on. , 


stock of skilled human resource. PSBs 
now enjoy greater autonomy in this 
respect. They can recruit skilled and 
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specialized human resources from the 
open market. Banks have now real- 
hized the dire need for induction of high 
quality people at entry level and also 
through lateral recruitments. IIM 
graduates are now being recruited in 
banks with seniority and better pay 
packets. Apart from employing and 
retaining skilled workers and special- 
ists, rejuvenating the present 
workforce by imparting training and 
promoting a culture of continuous 
learning is very important in today's 
competitive environment. 


^ Performance to the fore 

. Due to competition, the performance 
of the banking sector has become com- 
mendable. The PSBs had responded 
better to competitive forces than their 
private sector counterparts. Improve- 
ment in the performance of the Indian 
banking sector since reforms was ini- 
tially due to lower provision; then 
there were treasury gains and widen- 





| ing spread. Now the volume growth is 
contributing to the performance. The 
banks are now stable and stronger 
than ever before. This is an extraordi- 
nary achievement by international 
standards. 

Competition in banking sector has 
increased in recent years with greater 
private shareholding of PSBs. Listing 
of PSBs on stock exchanges and in- 
creased shareholding have also added 
to competition. The performance of 
the PSBs in the primary and second- 
ary markets has done wonders for the 
brand image of PSBs and also for the 
morale of employees. 


Wealth management 

Competition has dragged the nation- 
alized banks to management of 
wealth space. In a bid to ensure that 
High Networth Individuals (HNIs) do 
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not move away to private and foreign 
banks who offer personalized services 
to the HNIs, the PSBs have also 
started to provide wealth manage- 
ment service to the HNIs. The biggest 
advantage, in this competitive mar- 
ket, is the focused approach to cross- 
sell. Banks' mutual fund or insurance 
arm can now sell the groups' products. 
This will not only augment the fee- 
based income of the bank, but will 
also help in retaining the HNI custom- 
ers with bouquet of services. 


Global presence 

Competition is tough in the liberal- 
ized financial regime. It is not enough 
just to be a strong player domesti- 
cally; banks also need to be competi- 
tive globally. In the global perspec- 
tive, while China is having four banks 
which are among the top 20 in the 
world by balance sheet size, India's 
SBI ranks 64%, Indian banks do not 
have big enough balance sheets to 


The reforms-induced fierce competition in the 
Indian banking sector should ensure that the Indian 
banks gradually carve out a distinguished place for 
themselves in the global banking scenario. 





meet the needs of the rapidly globaliz- 
ing Indian companies who are operat- 
ing in different geographies. The 
banks need to consolidate and im- 
prove their competitive positions in 
this regard. 

In the post-reform period, the prof- 


itability of the Indian baking sector 13' 


comparable to international banks. 
The banking system has achieved a 
greater measure of stability and effi- 
ciency, and there is a convergence be- 
tween PSBs and private and foreign 
banks. 

The reforms-induced fierce compe- 
tition in the Indian banking sector, 
which has the objective of attaining 
global standard for Indian banks, 
should ensure that the Indian banks 
gradually carve out a distinguished 
place for themselves in the global 
banking scenario. 
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Financial inclusion 

The banks are increasingly dependent 
on the rural and semi-urban areas to 
propel their growth, since rural and 
semi-urban areas account for 66% of 
the total bank branches. Commercial 
banks, cooperative banks and re- 
gional rural banks are the three major 
segments of rural financial sector in 
India. A major challenge before the 
Indian banks is to achieve financial 
inclusion through improved penetra- 
tion in these areas. This can be done 
by leveraging technology. PSBs have 
to play a greater role in the financial 
inclusion process and a larger part in 
the economic growth process. 

Among the measures taken to 
bring the banking services to people's 
doorstep, the Business Correspon- 
dent (BC) model is gaining impor- 
tance. Where there is no banking out- 
lets, the BC can act as an agent of a 
commercial bank to provide banking 
services. Providing biometric cards to 
customers, and bringing banks, 
agents and customers under a single 
connectivity and keeping them online 
will ensure financial inclusion. 


Strategic cooperation 
Competition is not averse to coopera- 
tion. Banks, despite competition, 
should explore the scope for strategic 
alliances for mutual convenience. The 
clearing house is one such form of stra- 
tegic cooperation. There is market-re- 
lated cooperation between banks in 
the case of exchange of information on 
credit record of customers, customer 
guarantees, interbank participation 
and of course syndication. Such coop- 
eration in technology, where inter-con- 
nectivity is of great advantage, and co- 
operation to create common support- 
ing service for capturing economies of 
scale are beneficial to the banks. 

A combination of cooperation and 
competition, i.e., ‘co-opetition’, is the key 
to survival and success of the banking 
sector. Indian banks, while functioning 
in a competitive environment, should 
cooperate and compete to ensure the 
development of the nation's economy. 
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delivered in the past 34 fiscal 
years, their performances for the hu 
fiscal just gone by are not 
disappointing either. Read on for 


54 


more insights. 
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ife seems to be returning to nor- 

mal in the global banking sector 

after it was hit hard by the fi- 
nancial catastrophe, which unraveled in 
September 2008, as better-than-ex- 
pected results from banks across the 
globe lend credence to the claims that 
stimulus efforts are finally yielding re- 
sults. However, much to the chagrin of 
the recoupling theorists, it is the banks 
from the developing nations, particu- 
larly the BRIC economies, which are 
leading the charge. Indian banks, which 
initially were in a denial mode about 
the impact of the crisis (on them), but 
soon admitted to vulnerability to global 
shocks, have shown remarkable resil- 
ience, thanks to the Reserve Bank of 
India’s timely and prudent measures 
which saved the domestic banks from 
the blushes from the worst financial 
cataclysm since the Asian financial cri- 
sis of 1997. However, it is not without 
its share of worries, as this year’s The 
Analyst study highlights. The study соу- 
ers Indian banking sector’s perfor- 
mances for the fiscal year 2008-09, the 
last two quarters of which were affected 
by the global financial crisis, and this is 
what makes it the most eagerly 
awaited annual results in recent 
memory. As our analysis shows, the do- 
mestic banking sector has done remark- 
ably well on parameters like returns, 
maintaining profitable growth and risk 
management, though there are some 
warning signals. The study also under- 
lines the fact that banks have success- 
fully waded through a tough liquidity 
scenario without hampering the credit 
growth. Further, even amidst the tough 
environment, many domestic banks 
were able to maintain a healthy inter- 
est margin, a trend that has been ob- 
served for the last 4-5 years. 

The rankings throw several sur- 
prises. To begin with, as our study 
shows, the top ranked bank among the 
Public Sector Banks (PSBs) is Bank of 
Baroda, which has undergone a signifi- 
cant facelift in recent years, though it 
has been keeping a low-profile all along. 
It is followed by Punjab National Bank 
and Bank of India at No. 2 and No. 3, 
respectively, which too have been show- 
ing lot of aggression in recent times: 
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while PNB has been working hard to 
spruce up its image as a tech-savvy 
bank, having successfully implemented 
core banking solutions across all its 
branches, the first state-owned bank to 
achieve this milestone, the latter is 
cranking up its marketing machine to 
make the star, once its hallmark, 
twinkle again. For the record, though 
Bol slips two ranks over its previous 
year’s ranking, on the positive side, it 
remains among the top three PSBs in 
this year’s rankings. The private sector 
too throws up an unexpected winner in 
City Union Bank, ahead of many high- 
profile names. Yes Bank, a late entrant 
on the domestic banking landscape, but 
aiming for the big, retains its last year’s 
ranking as the No. 2 among the private 
sector banks. The Kerala-based Fed- 
eral Bank, known for its tech-savvy im- 
age, is ranked third this year on the ba- 
sis of the CAMEL model. Last year’s 
winner Karur Vysya Bank is ranked 
4th this year. Among the foreign banks, 
Bank of Ceylon replaces last year’s win- 
ner Shinhan Bank, jumping 15 ranks to 
emerge as the No. 1 bank, this year, 
while the latter drops to the second 
rank. 
Read on for further insights. 


Decoding the ‘CAMEL 

The annual survey which is now into its 
sixth year, ranks banks on the basis of 
the famous CAMEL (Capital, Assets 
Quality, Management, Earnings, and 
Liquidity) rating. Banks have been 
classified into three categories based on 
their ownership group, viz., Public Sec- 
tor Banks (PSBs), Private Sector Banks 
and Foreign Banks. 

‘CAR’rying on the good show 

On the key parameter of Capital Ad- 
equacy Ratio (CAR), State Bank of 
Bikaner & Jaipur once again tops the 
league table with a figure of 14.52% (up 
from 13.50% over the previous year) 
amongst the PSBs, as per Basel II 
norms. Also referred to as Capital to 
Risk-weighted Assets Ratio (CRAR), 
CAR reflects the ability of a bank to 
deal with probable loan defaults. The 
RBI guidelines stipulate banks to 
maintain a CAR of minimum 9%. Our 
study finds that most of the state- 


| Octaher 2009 | 27 


BANKING SPECIAL 


owned banks have maintained a CAR 
of more than 11% during the fiscal 
2008-09. According to the RBI, as on 
Mareh 31, 2009, all Indian banks, in- 
cluding the foreign banks, have mi- 
grated to the Basel II standardized ap- 
proaches, and hence will be subject to 
the Supervisory Review and Evaluation 
Process (SREP) under Pillar 2 of Basel 
II “ог assessing the capital requirement 
as also the capital adequacy of each 
bank vis-a-vis its risk profile and the 
standard of its internal controls system 
and risk management practices. The 
latest annual report of the apex bank 
highlights Scheduled Commercial 
Banks (SCBs), including PSBs, enjoyed 
core (Tier Г) CRAR of a healthy 9.0% at 
end-March 2009, which indicates a high 
proportion of better quality capital in 
the CRAR of the sector as a whole. How- 
ever, the said report also highlights 
that there still remains significant 
headroom, for banks to raise additional 
upper and lower Tier II capital. This can 
be done by raising fresh capital either 
through equity dilution in the 
government’s holdings, in the case of 
PSBs, or through tapping debt markets, 
etc. 

Back to rankings, SBBJ is followed 
by Canara Bank and Bank of Baroda at 
No. 2 and No. 3, respectively, in terms of 
CAR. SBI, the country’s largest bank in 
terms of total assets, slips 16 places to 
the 18% rank with a CAR of 12.97%, 
down from 13.47% in FY'08. 

Ir. terms of advances as a proportion 
of total assets, State Bank of 
Travancore, with a figure of 65.73%, 
leads the rankings amongst the PSBs. 
It is followed by State Bank of Indore 
(65.3496) and Andhra Bank (64.41%) at 
No. 2 and No. 3, respectively. 

Amongst the private sector banks, 
Federal Bank retains its top ranking 
with a CAR of a little cver 20%, which is 
the highest among both the private sec- 
tor as well as publie sector banks, 
though it is down from 22.4646 in FY'08. 
Such a high CRAR offers the bank sig- 
nificant levels of comfort and cushion 
for further expansion and growth in its 
asset portfolio. In terms of Advances as 
a percent of Assets, the bank gains one 
rank to 5th from 6th last year. The 
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bank's exposure to G-Secs, as a percent 
of total investment, remains unchanged 
from the last year. ICICI Bank (15.92%) 
and HDFC Bank (15.10%), the two 
leading new generation private sector 
banks, are ranked 4th and 6th, respec- 
tively, in terms of CAR (96). Axis Bank, 
which is pulling all the stops to catch up 
fast with these two leading rivals, is 
placed at rank 9 with a CAR of 13.69%. 
Lakshmi Vilas Bank has the lowest 
CAR of 10.2996 amangst its private sec- 
tor peers. 

Advances to Assets ratio is another 
key constituent of the capital adequacy 
parameter and reflects a bank's aggres- 
siveness (or conservatism) in lending 
funds. A higher Advances/Asset ratio 
shows that the bank is aggressively 
lending fund and vice versa. A general 
perception has been that private sector 
banks are more aggressive lenders as 
compared to their public sector counter- 
parts. However, thetrend seems to have 
reversed in the fiscal 2008-09 during 
which the PSBs loosened their purse 
strings (perhaps under pressure from 
the government and also persuasion 
from the apex bank), while the private 
sector banks turned risk-averse, not un- 
expectedly though. in response to the 
worsening credit crisis during the sec- 
ond half of the fiscal gone by and also 
due to the uncertain job market sce- 
nario, which made it hard for salaried 
customers to avail of loans. The figures 
say it all. For instance, last year’s 3 top- 
ranked PSBs have seen substantial in- 
crease in their Advances to Asset ratio. 
For instance, Andhra Bank which 
ranked 10% last year improves its rank- 
ing 7 notches to be placed at the third 
rank with an Adv/Asst ratio of 64.41%, 
up from 60.47% in FY'08. Other banks 
which showed remarkable improve- 
ment on this front include Syndicate 
Bank (62.59% vs. 59.79%), State Bank 
of Travancore (65.73% vs. 63.78%) and 
State Bank of Indore (65.34% vs. 
62.25%). 

Among Private Sector banks, few 
banks like Lakshmi Vilas Bank regis- 
tered an increase to 63.03% in FY'09 
from 58.99% іп FY'08, while for Kotak 
Mahindra Bank it had a figure of 
57.90% (up from 54.93%). Other banks 
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which registered growth in this ratio in- 
clude aggressive lenders like DCB : 
(54.96% vs. 53.59%) and ICICI Bank 
(57.47% vs. 56.35%), HDFC Bank’s 
Adv/Asst ratio grew to 53.93% from 
64.74%, during the same period. 

On the whole, amongst PSBs, 
SBBJ leads the league table under the 
parameter of Capital Adequacy with an 
overall Group Average of 6, followed by 
State Bank of Travancore (6.5) and 
Andhra Bank (6.5) at No. 2 respectively. 
Karur Vysya Bank tops the rankings 
amongst the private sector banks, while 
in the foreign bank category, the top 
rank goes to Shinhan Bank. 

In terms of exposure to G-Sec as a 
proportion of overall investment, we ob- 
serve that almost all the PSBs have 
their investments in Government Secu- 
rities (G-Sec) upward of 70% and up to- 
as high as 97%, which suggests the high 
risk-aversion on the part of the state- 
owned banks. 
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We find a similar trend among pri- 
vate sector banks as well, though there 
' are some exceptions such as Axis Bank 
(below 60%) and ICICI Bank (61.59%). 
HDFC Bank, considered as the most 
conservative amongst private sector 
banks, has, not unexpectedly though, 
the highest exposure at 92.66%. 


Asset Quality — Reining in NPAs 


Asset quality refers to the financial 
strength of and risk inherent in loans/ 
advances and investment made by a 
bank. Asset quality of a bank can be 
gauged mainly through ratios such as 
Net NPA (NNPA) to Total Assets, 
NNPA to Net Advances, Change in the 
level of Net NPAs and Total Investment 
to Total Assets. Under RBI’s guide- 
lines, an asset is classified as non-per- 
forming if any amount of interest or 
principal remains overdue for more 
than 90 days in respect of term loans. In 


| Chartered Financial Analyst | 






respect of overdraft or cash credit, an 
asset is classified as non-performing if 
the account remains out of order for a 
period of 90 days, and in respect of bills, 
if the account remains overdue for more 
than 90 days. 

Amongst PSBs, Punjab National 
Bank shares the top spot with Indian 
Bank on the parameter of Net NPA to 
Total Assets, while they are placed at 
No. 2 and No. 3, respectively, on NNPA 
to Net Assets front. Surprisingly, Net 
NPAs to Total Asset values of all the 
PSBs are below 1%, while 20 of them 
have their NNPAs/NA below 1%. On 
the flip side, more than half of the 
banks show an increase in their NPA 
levels, both as a proportion of the total 
advances as well as net advances over 
the previous fiscal year. In the case of 
SBI, overall advances (domestic plus 
international) grew 30%, while yield on 
advances, at the same time, moved up 
from 9.83% to 10.25% on a year-on-year 
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basis. However, during the same period, 
the bank’s NIM fell from 3.07% to 
2.93%, led by a significant rise in the 
cost of deposits, which rose from 5.61% 
in FY'08 to 6.03% in FY 09. The bank's 
aggressive push for winning market 
share (it grew its share of total domes- 
tic deposits by 231 bps) at the cost of 
profitable growth resulted in higher 
cost (of deposits), even though low-cost 
deposits’ share in total deposits re- 
corded a growth of 367 bps. SBI had 
launched its 1000-day deposit scheme 
during October last year, offering a 
much higher rate of 10.5%, while other 
banks had begun to slash the rates at 
that time, which raised the cost of bor- 
rowing for the country’s leading bank. 
The bank’s CASA rose sharply by 
22.3%, however, it was outpaced by the 
growth in term deposits at 41.5% dur- 
ing the same period. 

Karur Vysya Bank has the lowest 
NNPA to Total Advances as well as 
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NNPA to Net Advances among the pri- 
vate sector peers. However, there has 
been an increase of a whopping 49% in 
NPA levels of the bank during the fiscal 
under study. But it is the South Indian 
Bank, which has seen the highest jump 
in its NPA levels, which almost trebled 
during the fiscal, which it attributes to 
a few large accounts which did not ad- 
here to the credit discipline stipulated 
by the bank and hence were categorized 
as NPAs. SIB scores poorly on both 
these metrics, i.e.. NNPA/TA and 
NNPA/NA, ranked 11 and 10, respec- 
tively. 

ICICI Bank, which was in the news 
recently, in the wake ofthe global bank- 
irg crisis, for all the wrong reasons in 
the second half of the fiscal, is ranked 
14% on NNPA/TA basis, while it is third 
from the bottom in terms of NNPA/NA 
ratic. The country's largest private sec- 
tor bank and the second largest 
amongst all the domestic banks re- 
ported a jump of 30% in its NPA level in 
FY'09 over the previous fiscal. The 
banking giant, which was viewed as a 
charapion of retail lending only until re- 
cently, however has been consciously 
pruning its retail exposure, which is re- 
flected in its loans and advances to re- 
tail finance. which came down to 49.3% 
of total loans and advances at year-end 
fiscal 2009 from 58.6% during the previ- 
ous fiscal. The worst performer on the 
basis of NNPA /TA is Kotak Mahindra 
Bank with a figure of 1.38%, while De- 
velopment Credit Bank ranks lowest in 
terms of NNPA/NA with a figure of 
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3.88%. The DCB паде losses of Rs 88 cr 
in FY'09. For HDFC Bank, the NNPA/ 
NA rose sharply 00.63% from 0.47% in 
the last fiscal, primarily on account of 
its acquisition of the erstwhile Centu- 
rion Bank of Punjab (CBOP) during the 
fiscal under study. According to HDFC 
Bank, of the total gross NPAs on March 
31, 2009, around 42% were on account of 
the merger (of CBOP). 

On the whole, the situation on the 
NPA front, however, looks a little worri- 
some, as expressed by the banking sec- 
tor regulator and rating agencies like 
Moody's and Crisil. According to RBI's 
latest annual report for fiscal 2008-09, 
though gross NPAs as percentage of 
gross advances of SCBs and the net 
NPA ratio remained virtually un- 
changed during 2008-09, fereign banks 
and new private sector banks experi- 
enced a significant rise in their NPA ra- 
tios, in the second half of 2008-09, re- 
flecting deterioration in the asset qual- 
ity of these bank groups post-the global 
financial meltdown. *Since, in absolute 
terms, both gross and net NPAs in- 
creased during 2008-09 despite exten- 
sion of certain relaxations permitted to 
banks to restructure certain advances, 
banks need to exercise better risk man- 
agement and vigil to avoid future slip- 
page in asset quality,” the regulator 
highlighted in its annual report. Also, 
notwithstanding the resilience of In- 
dian banks and financial imstitutions to 
the international financial crisis, when 
the global economic crisis started to 
dampen the domestic growth prospects, 
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the RBI had to take a number of policy 
measures aimed at preserving and pro- 
moting financial stability, while sup-* 
porting faster economic recovery. Crisil 
too has warned that asset quality of the 
Indian banks could deteriorate over the 
medium term due to the current eco- 
nomic sluggishness and seasoning of 
the loan portfolio after a rapid credit 
growth in the last five years ending 
FY'08. The rise in NPA levels of Indian 
banks due to incremental delinquen- 
cies in the corporate loan book accounts 
for 56% of the sector's advances. "The 
Gross NPA (GNPA) ratio is expected to 
increase to around 5% by end-March 
2011, from 2.396 as on March 31, 2008, 
while absolute NPAs are expected to 
triple, to Rs 1.9 tn, over the same pe- 
riod," the rating agency noted in its 
April 2009 report. Higher NPAs would 
put considerable pressure on the bank's 
profitability, although the rating 
agency expects factors like increased 
capital infusion, diversification of the 
loan portfolio, and recourse to recovery 
mechanisms like SARFAESI Act would 
help banks to keep NPAs within man- 
ageable levels. Nevertheless, on the 
positive side, the Committee on Finan- 
cial Sector Assessment, which under- 
took single-factor stress tests for end- 
September 2008, revealed that the In- 
dian banking system could withstand 
significant shocks arising from large 
potential changes in credit quality, in- 
terest rate and liquidity conditions. It 
was assessed that even under the worst 
case scenario, the CRAR ratio of Indian 
banks would remain above the regula- 
tory minimum. 

Management – Advantage private banks 
Management efficiency is another key 
component of the CAMEL model. In 
terms of Profit Per Employee (PPE), 
IDBI Bank steals the march over other 
PSB peers with a figure of Rs 0.08 cr. In 
terms of Business Per Employee (BPE) 
and Total Assets/Total Deposits too 
the bank outperformed its PSB coun- 
terparts. It has a TA/TD of 92.02%, as 
on March 31, 2009. IDBI Bank earned a 
BPE of Rs 20.30 cr during FY'09, which 
is the highest across all the domestic 
banks, excluding foreign banks operat: 
ing in India. Surprisingly, only fou: 
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banks, two each from the public sector 
(ОВС and Corp Bank) as well as private 
sector (ICICI Bank — Rs 11.54 cr and 
Axis Bank — Rs 10.60 cr), have reached 
the half-way mark. Astonishingly, 
HDFC Bank has fared poorly on beth 
these metrics, earning a BPE of just Rs 
4.46 cr and PPE of Rs 0.04 cr during the 
said period. ICICI Bank, which earned a 
PPE of Rs 0.11 er, shares the top rank 
with Yes Bank, which matched the 
former’s performance on this key metric. 
Axis Bank ranks second with a PPE of 
Rs 0.10 cr, as on March 31, 2009. ICICI 
Bank comes second in terms of TA/TD 
with a figure of 99.98%, while the top 
spot goes to Kotak Mahindra Bank. 
State Bank of Travancore, which de- 
livered an impressive Return on Net 
Worth (RONW) of 25.64%, tops the 
renkings in terms of this crucial metric. 
Bank of India (24.97%) and Punjab Na- 
tional Bank (23.52%) are placed at sec- 
ond and third places, respectively. The 
study findings further suggest that 23 
PSBs, out of the total of 27, deliver 
RONW of double digits. In another in- 
teresting observation, we find that six 
PSBs deliver better RONW numbers, 
as compared to their private sector 
ccunterparts. Of the four PSBs that de- 
livered single digit RONW, the worst 
among the lot is United Bank, which 
churned a paltry 4.40% in RONW. 
Among the private sector banks, Yes 
Bank leads the show with a figure of 
20.52%, followed by City Union Bank 
(19.89%) and Dhan Lakshmi Bank 
(19.19%), at No. 2 and No. 3, respec- 
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tively. DCB, which incurred a loss in 
FY’09, lies at the bottom of the rankings. 
High-profile private sector banks like 
Axis Bank (17.78%), ranked 6, and 
HDFC Bank (17.14%), ranked 7, have 
done much better en this sub-parameter 
than rival ICICI Bank (ranked 13), which 
could notch a RONW of only 6.97%. 

On the whole, under the parameter 
of management efficiency, Bank of 
India leads PSBs, while Yes Bank and 
Bank of Nova Scotia top the rankings in 
their respective categories. 


Earnings — Gooc going 
A bank's earnings quality reflects its 
profitability and sustainability of the 
same. There are six sub-parameters 
under this parameter. Beginning with 
Operating Profit to AWF (Average 
Working Fund), Indian Bank with a fig- 
ure of 2.90% tops the rankings. It is fol- 
lowed by Bank of India (2.70%) and 
PNB (2.59%) at No. 2 and No.3, respec- 
tively. A high OP/AWF ratio reflects 
management’s efficiency in productive 
deployment of its average working fund. 
Among the private-sector banks, the top 
three performers include Federal Bank 
(3.72%), Axis Bank (2.95%), and HDFC 
Bank (2.94%), in that order. Notably, 
all these three private sector winners 
outperform the top three performers 
from the PSB category, under this sub- 
parameter. In the foreign bank category, 
JP Morgan Chase and Bank of Ceylon 
with figures of 12.16% and 11.79, re- 
spectively, are ranked first and second. 
When it comes to growing their PAT, 
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the domestic banks have not disap- 
pointed either. The top two PSBs, 
namely OBC and United Bank, have' 
delivered triple-digit growth (in PAT). 
However, there are a few banks like 
State Bank of Hyderabad (ranked 25%), 
Allahabad Bank (ranked 26%), апа 
Vijaya Bank (ranked 27%), which have 
disappointed, suffering a decline in 
their profitability over the previous fis- 
cal. Among the private sector banks, the 
two top ranked banks, namely, 
IndusInd Bank and Lakshmi Vilas 
Bank, have delivered PAT growth of 
triple digits. Axis Bank, ranked 4%)! 
grew its profits by 62%, while HDFC à 
Bank maintained its consistency in de- 
livering 30% plus growth in PAT (it ac- 
tually delivered PAT growth of about 
41% in FY 09). In contrast, ICICI Bank 
suffered a reversal in its profit growth. 
The bank reported a decline of about 
16% in its PAT during the said fiscal. 
Moving on to the next sub-param- 
eter, Net Interest Margin (NIM)—a 
keenly watched parameter by bankers 
and analysts alike, which reflects the 
ability of a bank to manage its cost of 
deposits, as our study highlights— 
Indian Bank emerges as the best per- 
forming bank with a figure of 3.91%. It 
is followed by PNB (3.59%) and P&S 
Bank (3.28%) at No. 2 and No.3, respec- 
tively. However, there are some banks \ 
which have been worst affected, includ- \ 
ing ОСО Bank (1.99%), Central Bank of 
India (1.91%), and IDBI Bank (0.88%), 
which occupy the bottom three ranks, in 
that order. In the case of private sector 
banks, the three top banks include 
Kotak Mahindra Bank (6.02%), HDFC 
Bank (5.38%), and Federal Bank 
(4.20%), respectively. A comparative 
study of PSBs vs. private banks clearly 
show that the latter category of banks 
has done remarkably better than the 
former; only six PSBs have NIM in ex- 
cess of 3%, as compared to nine from the 
private sector. Foreign banks 
expectedly have much higher NIMs ow- 
ing to their exposure mainly to lucrative 
corporate clients and also their limited 
reach as well access to cheaper overseas— 
funds. On the whole, the top three win- 
ners from the private sector on the EQ 
parameter include City Union Bank, 
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Federal Bank and HDFC Bank, respec- 
tively. Among the PSBs, the top three 
ranks go to Indian Bank, P&S Bank and 
PNB, respectively. In the foreign bank 
category, Bank of Ceylon, JP Morgan 
Chase, and AB Bank emerge as the top 
performers. 


Liquidity 

For a bank, liquidity is a crucial aspect 
which represents its ability to meet its 
financial obligations. It is of utmost im- 
portance for a bank to maintain correct 
levels of liquidity, which will otherwise 
lead to declined earnings. A high liquid- 
A ity ratio indicates a bank’s comfort level 
vis-a-vis its ability to manage its obli- 
gations, both short-term as well as 
long-term. However, a bank needs to 
take care in hedging liquidity risk to 
ensure its own liquidity under all ratio- 
nal conditions. It is possible only when 
the percentage of funds plowed in the 
investments with high returns is large. 
Liquidity of a bank can be measured 
using metrics such as Liquid Assets 
(LA) to Total Deposits (TD) and LA to 
Total Assets (TA), G-Sec to Total As- 
sets, etc. 

In terms of LA/DD ratio, Federal 
Bank tops the ranking chart among the 
private sector banks with a figure of 
281.19%. It is followed by SIB and Yes 

' Bank with figures of 271.08% and 
4 262.62%, respectively. Further analysis 
suggests that only two private banks, 
HDFC Bank and Kotak Mahindra 
Bank, have figures in double digits. In 
terms of LA/TD, ICICI Bank emerges as 
the top performer with a figure of 
23.57%, while the lowest rank goes to 
Karnataka Bank, which has LA/TD of 
9.57% only as on March 31, 2009. DCB 
ranks first on the sub-parameter of LA/ 
TA with a figure of 14.92%. Dhana 
Lakshmi Bank and Yes Bank are 
placed at No. 2 and No. 3 ranks with 
figures of 14.69% and 13.99%, respec- 
tively. However, Yes Bank slips to No. 
11 spot in terms of G-Sec/TA. HDFC 
Bank tops the rankings here with a fig- 
ure of 28.45%. Kotak Mahindra Bank 

d Bank of Rajasthan are the other 
two top performing banks after HDFC 
Bank, in that order. In terms of AS/TA, 
however, it is Bank of Rajasthan that 
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pips other peers to the top post with a 
figure of 0.39%. DCB and Lakshmi 
Vilas Bank come at No. 2 and No. 3 
ranks, respectively. On the whole, in 
terms of this last parameter, the top 
rank is shared jointly by DCB and 
Dhana Lakshmi Bank with equal group 
average of 5.20%. Yes Bank, with group 
average of 6.00%, is ranked second. 

In the PSB category, State Bank of 
Patiala is ranked first in terms of LA/ 
DD, but it slips to No.9 in terms of LA/ 
TD ratio. It is ranked 10“ in terms of 
LA/TA. Dena Bank is interestingly the 
most consistent bank as far as retain- 
ing its rank across various sub-param- 
eters is concerned. The bank is placed at 
6% spot in terms of LA/DD, LA/TD, and 
LA/TA ratios. However, it slips to 24% 
position in terms of G-Sec/TA ratio. It is 
placed at 10% spot in terms of AS/TA 
ratio. SBI is the top ranked bank in 
terms of LA/TD with a figure of 19%. 
Corporation Bank top scores in terms 
of LA/TA ratio, while Bank of 
Maharashtra is ranked first in G-Sec/ 
TA scores. P&S Bank is placed at No.1 
spot in AS/TA ratio. On the whole, State 
Bank of Patiala is the top ranked bank 
under the liquidity parameter. Oman 
International Bank and Mashreqbank 
are the two top ranked banks in terms 
of overall liquidity. 

This brings us to the final or com- 
posite rankings. As our study findings 
show, the final winners of this year's 
The Analyst Banking Special 2009 are: 
Bank of Baroda (PSB category), City 
Union Bank (private sector banks), and 
Bank of Ceylon (foreign bank category). 


Big is better 

With normalcy appearing to be return- 
ing to the global banking sector and In- 
dian banking sector having shown ex- 
traordinary character amidst what 
will remain in history as the worst 
banking crisis in modern times, it is 
time now to move on in search of new 
and bigger goals. Looking at the last 17 
years or so post-the economic reforms, 
the banking sector has definitely come 
a long way, a hallmark of which has 
been the coming of age of the public sec- 
tor banks, in particular. As this year's 
The Analyst study has highlighted, 
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when it comes to fighting in the liberal- 
ized and globalized environment of to- 
day, PSBs are more geared now to sur- 
vive in a fiercely competitive and 
highly complex global banking land- 
scape. SOBs (State-owned Banks) like 
SBI have already begun their ‘Mission 
Globalization' in a style followed by 
peers like Bank of Baroda and Bank of 
India. It appears that it is only a mat- 
ter of time before the rest of their do- 
mestic peers too get on the globaliza- 
tion bandwagon. Banks have proven 
that when it comes to embracing global 
best practices, they are not behind 
even the best of the breed. Their suc- 
cessful migration to Basel II norms 
vouch for that. However, that is not to 
say that the road ahead is without ob- 
stacles. As the global financial crisis 
has demonstrated, as the domestic 
banking sector gets more and more in- 
tegrated with the global banking sec- 
tor, it faces the risk of getting exposed 
to the volatility and complexities of the 
global banking sector. In such a con- 
text, both the regulators and policy 
makers need to devise strategies on 
how to proactively deal with such 
threats. Regarding the competition in 
the domestic market, while the apex 
bank has not gone ahead with the 
scheduled liberalization of branch 
banking for foreign banks, it cannot be 
put on the back burner for long. Be- 
sides, banks also need to diversify 
their credit portfolio so as to avoid get- 
ting exposed to the vagaries of 
cyclicality of a few businesses. Recapi- 
talization also poses significant chal- 
lenges to domestic banks, particularly, 
state-owned banks, as they need to 
strengthen their capital adequacy, 
even as the global liquidity situation 
remains tight. Last but not the least, 
consolidation is the need of the hour. 
As domestic banks foray abroad and 
with the growing globalization of In- 
dian businesses, banks need to have 
global scale and size to compete effec- 
tively with their foreign counterparts, 
which are much bigger and efficient. It 
is time for Indian banks to think big, 
really big. = 

- Amit Singh Sisodiya and Ramana Pemmaraju 
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METHODOLOGY 


The present study of Banks are based on CAMEL Methodology, which are categorized into Public, 


Private and Foreign Banks. 


Introduction 

The Analyst Banking Special presents 
its sixth consecutive report on the fune- 
tioning of Indian Banks. These banks 
have been categorized into Public, Pri- 
vate and Foreign sectors. The Analyst 
has adopted the world-renowned 
CAMEL methodology which evaluates 
each and every component that are ef 
prime importance from the functioning 
of the Bank’s perspective. The model ex- 
amines the efficieney of banks among 
these important parameters like Capi- 
tal Adequacy, Asset Quality, Manage- 
ment, Earnings Quality and Liquidity. 


Sampling 

The initial sample comprised 201 
banks. However, the sample size was 
reduced to 66 banks after excluding ce- 
operative banks, followed by banks 
whose annual reports for the year 2008- 
09 were not available. 


Data 

The data for the calculations has been 
used from PROWESS, a corporate da- 
tabase developed by the Center for 
Monitoring Indian Economy (СЕ). 


Ranking Methodclogy 

Ail the banks were first individually 
renked based on the sub-parameters of 
each parameter. The sum of these ranks 
was then taken to arrive at the Group 
Average of individua! banks for each 
parameter. Finally, the composite 
rankings for banks were arrived at after 
ccmputing the average of these group 
averages. Banks were ranked in the as- 
cending/descending order based on the 
individual sub-parameters. 


Camel Model 

Capital Adequacy 

Capital adequacy reflects the overall fi- 
nancial condition of a bank and also the 
ability of the management to meet the 
need for additional! capital. 

Capital Adequacy Ratio (CAR) 

As per the latest RBI norms, banks in 
India should have a CAR of 8%. It is ar- 
rived at by dividingthe Tier I and Tier II 
capital by risk-weighted assets. Tier I 
capital includes equity capital and free 
reserves. Tier П capital comprises sub- 
ordinated debt of 5-7 year tenure. The 
higher the CAR, the stronger the bank. 
Debt-Equity Ratio (D/E) 

Debt-Equity Ratio is arrived at by di- 
viding the total borrowings and depos- 
its by shareholders net worth, which in- 
cludes equity capital and reserves and 
surpluses. 

Advances to Assets (ADV/AST) 

This is the ratio of the Total Advances 
to Total Assets. Total Advances also 
include receivables. The value of Total 
Assets excludes the revaluations of all 
the assets. 

G-secs to Total Investments (G-SEC/INV) 
This ratio shows the risk involved in a 
bank’s investments. Since government 
securities are risk-free, the higher the 
G-secs to investments ratio, the lower 
the risk involved in a bank’s invest- 
ments. It is arrived at by dividing the 
amount invested in government securi- 
ties by total investments. 

Asset Quality 

The prime motto behind measuring the 
asset quality is to ascertain the compo- 
nent of non-performing assets as a per- 
centage of the tota! assets. In addition, 
the parameter also ascertains the NPA 








movement and the amount locked up in 
investments as a percentage of the total 
assets. 

Net NPAs to Total Assets (NNPAs/TA) 

It is a measure of the quality of assets 
in a situation where the management 
has not provided for loss on NPAs. Here, 
the Net NPAs are measured as a per- 
centage of Total Assets. The lower the 
ratio, the better the quality of advances. 
Net NPAs to Net Advances (NNPAs/NA) 
Net NPAs are Gross NPAs net of provi- 
sions on NPAs and suspense account. In 
this ratio, Net NPAs are measured as a 
percentage of Net Advances. 

Total Investments to Total Assets (TI/TA) 
This ratio is used as a tool to measure 
the percentage of total assets locked up 
in investments, which by conventional 
definition, doesn’t form part of the core 
income of a bank. It is arrived at by divid- 
ing total investments by total assets. 
Percentage Change in Net NPAs 

This measure gives the movement in 
Net NPAs in relation to Net NPAs in 
the previous year. The higher the reduc- 
tion in Net NPA levels, the better it is 
for the bank. It is given by the formula: 
%Change in Net NPAs = (Net NPAs at 
the end of the year — Net NPAs at the 
beginning of the year)/Net NPAs at the 
beginning of the year. 

Management Efficiency 

To measure the efficiency of the man- 
agement we have used parameters like 
profit per branch, business per em- 
ployee and advances to deposits. 

Total Advances to Total Deposits (TA/TD) 
This ratio measures the efficiency of the 
management in converting the deposits 
available with the bank (excluding other 
funds like equity capital, etc.) into аа 








Disclaimer: The Analyst has taken utmost саге and caution іп collecting the data before publication. |п spite of this, if any omission, inaccuracy ог printing errors occur with 
regard to the data, The Analyst will not be held responsible or liable. This study is meant for information purpose only. 
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vances. Total Deposits include demand 
deposits, savings deposits, term depos- 
its and deposits of other banks. Total 
Advances also include the receivables. 
Profit Per Employee (PPE) 

This measures the efficiency of the em- 
ployee at the branch level. It also gives 
valuable inputs to assess the real 
strength of a bank’s branch network. It 
is arrived at by dividing the net profit of 
the bank by total number of branches. 
The higher the ratio, the higher the effi- 
ciency of the management. However, it 
is advisable to look at the number of 
branches too, as a bank with fewer 
branches can get higher ranking despite 
earning a lower net profit. 

Business Per employee (BPE) 

This tool measures the efficiency of all 
the employees of a bank in generating 
business for the bank. It is arrived at by 
dividing the total business by the total 
number of employees. By business we 
mean the sum of Total Advances and 
Total Deposits in a particular year. 
Return on Net Worth (RoNW) 

It is a measure of the profitability of a 
bank. Here, PAT is expressed as a per- 
centage of Average Net Worth. 

Earnings Quality 

This parameter gains importance in the 
light of the argument that much of a 
bank’s income is earned through non- 
core activities like investments, trea- 
sury operations, corporate advisory ser- 
vices and so on. Here, we try to assess 
the quality of income of a bank in terms 
of income generated by core activity— 
income from lending operations. 
Operating Profit by Average Working 
Funds (OP/AWF) 

This is arrived at by dividing the oper- 
ating profit by average working funds. 
Working funds or the daily average of 
the total assets during the year. 
Percentage Growth In Net Profit 

It is the percentage change in net profit 
over the previous year. 


T Nat Interest Margin (NIM) 


It is an important indicator for measur- 
ing the efficiency of portfolio manage- 
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ment of banks. Net Interest Margin 
(NIM) is defined as the difference be- 
tween interest earned and interest ex- 
pended as a proportion of average total 
assets, Here average total assets can be 
ascertained by average of total assets of 
current and previous year. However, 
there is a caveat: higher NIM may not 
always mean better efficiency. 

It is an important measure of a 
bank’s core income (income from lend- 
ing operations). It is the difference be- 
tween the interest income and interest 
expended as a percentage of average 
earning assets. Interest income in- 
cludes dividend income. Interest ex- 
pended includes interest paid on depos- 
its, loans from RBI, and other short- 
term and long-term loans. 

Net Profit/Average Assets (PAT/AA) 

This ratio measures return on assets 
employed or the efficiency in utilization 
of the assets. It is arrived at by dividing 
the net profit by average assets, which 
is the average of total assets in the cur- 
rent year and previous year. 

Interest Income/Working Funds (ПЛАТ) 
This ratio measures the income from 
lending operations as a percentage of 
the working funds in a year. Interest in- 
come includes income on advances, in- 
terest on deposits with RBI, and divi- 
dend income. 

Non-interest Income/Working Funds 
(NII/WF) 

This measures the income from opera- 
tions other than lending as a percentage 
of working funds. Non-interest income 
is the interest income earned by the 
banks excluding income on advances 
and deposits with RBI. 

Liquidity 

Liquid Assets/Demand Deposits (LA/DD) 
This ratio measures the ability of a 
bank to meet the demand from demand 
deposits in a particular year. It is ar- 
rived at by dividing Liquid Assets by 
total Demand Deposits. Liquid Assets 
include cash in hand, balance with RBI, 
balance with other banks (both in India 
and abroad), and money at call and 


short notice. 

Liquid Assets to Total Deposits (LA/TD) 
This ratio measures the liquidity avail- 
able to the depositors of a bank. Liquid 
Assets include cash in hand, balance 
with RBI, balance with other banks 
(both in India and abroad), and money 
at call and short notice. Total Deposits 
include demand deposits, savings de- 
posits, term deposits and deposits of 
other financial institutions. 

Liquid Assets/Total Assets (LA/TA) 

Liquid Assets include cash in hand, bal- 
ance with RBI, balance with other 
banks (both in India and abroad), and 
money at call and short notice. The ratio 
is arrived by dividing liquid assets by 
total assets. 

G-secs/Total Assets (G-Sec/TA) 

This ratio measures the proportion of 
risk-free liquid assets invested in 
G-Secs as a percentage of the assets 
held by a bank and is arrived at by di- 
viding investment in government secu- 
rities by total assets. 

Approved Securitles/Total Assets (AS/TA) 
This is arrived at by dividing the to- 
tal amount invested in Approved Se- 
curities by Total Assets. Approved 
Securities are investments made in 
state-associated bodies like electric- 
ity boards, housing boards, corpora- 
tion bonds and shares of regional ru- 
ral banks. 


Individual Parameter Ranking 
(CAMEL) 

Average of Group: Calculated by tak- 
ing the average of ranks of all indicators 
under respective parameters 

Group Ranks: It is done by sorting the 
average of group in ascending order (the 
lower the rank average, the better tbe 
performance). 

Composite Ranking 

Avg of Group Avg: Calculated by tak- 
ing the average of Group averages. 
Composite Rank: Ranking is given by 
sorting the Avg of Group Avg in ascend- 
ing order. 
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The Bank with а vision 


State Bank of Bikaner & Jaipur: The Bank’s major thrust on mobilizing retail deposits saw 
its personal segment deposits record an all-time high growth of Rs 5,425 cr, 


(36.4%) during FY'09. It also opened a record number of 9.8 lakh new savings 
CAPITAL ADEQUACY deposit accounts as against 8.7 lakh in the previous year. 
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HDFC Bank: Sealed the largest acquisition in the history of Indian banking sector when 
it acquired rival Centurion Bank of Punjab (CBoP) for Rs 9,510 cr, during FY'09. 


C AP IT AL AD E QU ACY However, it still has a long way to go to bridge the gap with the leader, ICICI Bank. 


Private Sector BANKS 


RANK | | CAR (%) | D/ETIMES | ADV/AST(%) |  G-SECANV(X)RANK | GROUP 






2008-09 RANK | 2008-09 А | 2008-09 РАК 2008-09 RANK | AVERAGE 

те 1412 a 8 00 v 2 6102 v 2 B9 v 6 4.50 

7% CITY UNION 1249 д 12 ФФ 1 Dv 2 ши 5.00 

ОЗ DHANA LAKSHMI 1538 A 5 и мА 9 8853 а 4 5.25 

©) FEDERAL BANK 20.14 У 1 008 5 545v т вит 0 5.50 

Я KOTAK MAHINDRA 200A 2 ПА 5$ szoa 5 и 5.50 

, 26 LAKSHMIVLAS 1020 в. у 6 50 т му 2 6.00 

7 HDFCBANK i10 в 00 v о Ясы 552 еа 1 7.25 

7 SB 476 A 7 032 a 7 55” 4 656 v И 7.25 

19 ICICIBANK 159 4&- 4- 18A 1 ма 65 050v и 9.25 

_ 10 — KARNATAKA BANK 1354 A 10 0.23 а 4 5161 У 14 6613 v 12 10.00 

F осв 1330 v 1 088 v 10 5496 А 11 7404 в 1000 

71408 INDUSIND BANK 12.33 з ми “о,” зи т 105 

(144 Yes BANK 16.60 A 3 27 A 15 . 5416 Y 12 6576 13 10.75 

ИМ ASBAK 1369 v 9 МАО И вол 10 ЖЕТ S n5 

(18 BANK OF RAJASTHAN 150v М 7067 и» 5 ӘП” 0 лп» 
FoREIGN BANKS 

SHINHAN 5170 v тии M ич, т ЕНЕ 4.50 

JSC VTB BANK 317.51 | И # 385 ?1 NA 5.75 

AB BANK LTD. 13659 v 3 007 1 352) v 11 у в 5.75 

BANK OF CEYLON 63.67 5 00 ¥ 1 2396 16 10078 2 6.00 

BANK OF BAHRAIN & KUWAIT BSC 30.54 A 10 00 У 8 476v 6 100004 3 6.75 

BANK OF TOKYO-MITSUBISHI UFJ 2951 a 11 087 A М 6580 v 3 1000 a4 3 7.15 

MASHREQBANK PSC 175.46 A 2 000 <> 1 B88 v 0 9241 w 12 8.75 

ANTWERP DIAMOND BANK МУ - ЗУ 32 — 299 A о ПА 10500 3 9.25 

MIZUHO CORPORATE BANK 93.4 3 0M v. 9 "99 вова 155 9.25 

KRUNG THAI BANK PUBLIC CO 808 v 4 00 « 1 608 v 23 9539 4 11 9.75 
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BANKING SPECIAL B 
2008-09 | PERFORMANCE SNA?SHCT Bank of Baroda 


Bank of Barada: Positioning itself as “India’s International Bank,” the bank set some 
new milestone of business size recording global business growth of 30% during, 





CAPITAL ADEQUACY POG, dames cece oy aed tte Idus s avro OW 


FOREIGN BANKS 





CAR (%) | D/E (TIMES) | ADV/AST(%) — | G-SEC/INV (36) GROUP 

2008-09 RANK | 008-09 RANK 2008-09 RANK | 2008-09 RANK AVERAGE 

i) ABUDHABI COMM BANK 54.29 У 6 000 v 1 2094 v 8 £7826 v 18 10.75 
BANK OF NOVA SCOTIA 1934 w 14 354 A 23 68.69 A 96549 A 9 12.00 

|З © BARCLAYS BANK PLC. 1207 v 16 047 A 10 à 5098 У 4 6164 w 19 12.25 
14 CITIBANKNA. 1323 A 21 ce uu зэ v 9 96580 A 7 13.50 
15 OMAN INTERNATIONAL BANK 2747 A 13 180 v 18 07294 24 аи 14.00 
16  BANKOFAMEFICA аза д ОЗА 13 340 v 13 9083 A 13 1415 
_ 6 DEUTSCHE BANK AG 1525 a 19 076 v Н.Ш” @ 7948 v 17 14.75 
— STANDARD CHARTERED BANK 1155 A 24 1066 v .15. ШОУ 08 902 v м 15.25 

. BNPPARIBAS 1260 a 23 225 д 19 3774 v 10 9588 A 10 15.50 

| HSBC BANK 1531 a 18 079 2 226 № 5/38 w 21 16.25 

© SOCIETE GENERALE 3250 A 9 241 у 20 169 A 19 59.69 т 20 17.00 
С CALYON BANK 1320 A 22 £u a ЫМ 2668 v 5 АЕ 19.25 
7% JP MORGANCHASE BANK, NA 1590 У 17 13 4 56 667 v 22 52.53 У 22 19.25 
94 DBSBANK 1840 У 15 33 a 2 оту 1 УИ 19.25 


ASSET QUALITY 


Ривыс Sector BANKS 





NNPAS/TA(%) — NNPAS/NA(%) — TTA (%) CHINNPAs 


Mio | 2008-09 | 2008-09 RANK 2008-09 RANK | 2008-09 

Г 0 v 1 ОН v 9 с, о ИЛ 3.25 
 — BOB 020 6 ӨЗ" 8 nov 1 е 6 4.75 
ООЗ INDIANSANK өл” 1| м 3. 2710 v в 6.75 
774 ғо 087” 9 94 № 2328 2 612 A 11 8.00 
7/8 STATEEANKOFPATIALA 038 A 11 шш 1| 244A 6 2149 a 16 8.50 
_ ANDHRA BANK Uu 23- оз A 3 М Y 4752 A 21 8.50 
ЕЕ OBC 039 v 13 065 v 13 2530 v 1783 У 4 9.50 
ШЕ ser 038 У 11 058 v 2 9875 A 5 263 v 2 — 1040 
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Indian Bank: Won FE India’s Best Bank Awards in July 2009 and ‘Celent Model Bank 
2009'Award for innovative and extensive use of Core Banking Software. 


} 
| A S SET QU ALITY It also received State Award for Meritorious Services in SME Sector. 


PuBLIC Sector BANKS 


| 


NNPAS/TA(%) | NNPAS/NA(%) | TAG) = CHIN NPAs 





| 2008-09 RANK | 2008-09 RANK | 2008-09 RANK | 2008-09 
CORPBANK 00 0.16 





у 4 02 v 5 а 8594 ЗЫН 

SYND BANK 049 У 17 DT ЕИ 23.44 у 3 145 v 9 11.00 

ТО PesBank 010 v 5 (РУ 7 оза 26 И 13% 

S us 020 4 6 04 А 8 265 v 14 15550 a 25 1325 

ТЕЧ 04 A 8 ФА 8 2367 4 ОБА в 1975 

SBM 032 A 10 O50 A 11 210 A 19 4490 A № 1475 

SBH 02 a 8 | А 9 оза 11 М (5 

STATE BANK OF INDORE 058 4 20 08 a 19 мит 5 4436 д 18 1550 

UCO BANK 073 ¥ ^ 18 з 28M v 12 5073 %6 

ALLBAD BANK | 049 v М 02 14 3038 A 2 5584 10 1575 

IDBIBANK 055 У 19 092 v 2 200 a 23 +1237 v 5 1675 

BOM С 09 v в ЗИМА 70A 1 ҚҰЙ 

DENA BANK 065 4 1 109 А 21 254 v 10 4547 A 20 1800 

VIJAYA BANK 047 A 16 | 08 A 17 28 v 18 609A 22 1825 

CANARA BANK 00 д 2 ША М ' 2530 v з ӨБА 8 197 

CBI 072v вз | Чу № soa М ӘӨЖ” 355 

(0B 08 A 5 . 1393 A 5 287 v п 17504 % 2175 

09 v 27 176 v 7 2850 A 20 5% v 17 ШШ 

BE o UNITED BANK 085 A 2% 148 A 26 2880 v 22 7157 д 24 2450 
PRIVATE Sector BANKS 

Э кв 05a 1 ЗА 1 пм ал 5 О 4.00 

E DCB 020 v 4 EXER MO поет 4 ШИ, 6.00 

FEDERAL BANK 074 2 Пе aoa 1 а и 6.50 

С ax BANK 02 v БИ 1. зза 12 В 6.75 

5 LAKSHMIVILAS 078 У 13 — 1424 12 2238 v 1 895 A 3 7.25 

78 CNTY UNON aan! 16 4 9 а apes A 37 7.25 

77 __INDUSIND BANK 085 A 0 ІМА 1 299 A 7 334v 2 7.50 
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IDBI Bank: Outshone its industry peers, excluding foreign banks, іп terms of both Profit Рег 
Employee (PPE) and Business Per Employee (BPE) with figures of Rs 0.08 cr andi 


ASSET Q UALITY Rs 20.30 cr during the fiscal year 2008-09. 


PRIVATE бЕСТОВ BANKS 





NNPAS/TA(%) | МАМЫ | TAG) — | CHINNPAs | GROUP 
| E UAE EM MEME MEX RANK | AVERAGE 
8 _ DHANALAKSHMI 050 a 8 0.88 « 7 M8 A 9 . SLM A 10 715 
7/8 YESBANK Ui A4 (о 038 А в DA. В у 15 7.75 
10 HDFCBANK 034A 7 9 А —5 о 11024 à. Г 8.50 
771 KARNATAKA BANK 051 v 9 098 <> 8 3946 A 14 909A 4 8.75 
{1 ICICIBANK 120 a 14 БАСТ mv з ИЮ 8.75 
Ж. BANK OF RAJASTHAN 033 A 6 073 A 6 3954 A 15 8456 v 12 9.75 ) 
IU св 066 A 11 13 А 10 зл в 295939 A 14 10.75 
48 KOTAK MAHINDRA 138 A 15 Dua Ы эз” 13 а 3 12.50 
FOREIGN BANKS 
17 Jsc VIEBANK 000 4» 1 000 4» | 0.00 4» 1 NA 0.75 
©) BANK OF CEYLON 000 У 1 000 v 1 1363 wv 4 400 1 1.75 
77% MIZUHO CORPORATE BANK 0004 1 00 % 1 181% 5 NA 1.75 
77% KRUNG THAI BANK PUBLIC CO 000 4» 1 ШІ ла 6 МА 2.00 
о SHINHAN 0.00 4» 1 0004» 1 1957 4 8 NA 2.50 
6  BANKOFNOVASCOTIA 0004» 1 000 4» 1 2467 А it NA 3.25 
| ABU DHABI COMM BANK 0.00 4» 1 000 4» 1 2969 A 13 NA 3.75 
as BANK OF AMERICA 000 <> 1 29% 1 328 a 17 NA 475 
| OMAN INTERNATIONAL BANK 0004» 1 000 4» 1 3876 v 19 NA | 525 
10  MASHREQBANK PSC 0004» 1 Do « — 1 5 A3 4 529 NA 5.50 
ТОУ CALYON BANK 000 <> | 000 4» 1 6087 A 21 NA 5.75 
2. BANK OF TOKYO-M TSUBISH! UFJ 002 У 13 0.00 v 1 1925 A 7 -3009 v 4 625 | 
8 SOCIETE GENERALE 0.00 4» 1 0.00 4» 1 71.34 У 24 МА 6.50 
{4 ANTWERP DIAMOND BANK N V Dea 7 000 4» 1 0047: . 19 NA 8.50 
16 | BNPPARIBAS 032 A 18 0.00 4» 1 3624 A 16 МА 8.75 
6 BANK OF BAHRAIN & KUWAIT BSC 004 v 14 00 vw 16 24794 2 -40% 2 11.00 
— 17 . STANDARD CHARTERED BANK 053 A 20 13 A 00 1505 w 3 ажа 8 12.25 
L8 ^ ABBANKLTD. 235 A 23 50 д 4 1454 2) . 15v 5 190 





Silver Line 


DESIGNER SERIES 
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(9) punjab national bank 





Punjab National Bank: Recently won а record number of 5 awards from the goverment 
7 for its services to Micro & Small Enterprises sector. It achieved a growth of 30%, 


ASSET QU ALITY y-0-y, in credit to the SME sector during FY’09. 


FOREIGN BANKS 


RANK | | ТҮТІЛГЕН NNPAS/NA(%) = TAG) | CHINNPAS — | — GROUP 
2008-09 RANK | 2008-09 RANK | 2008-09 | 2008-09 RANK | AVERAGE 






54827 DEUTSCHE BANK Аб 0.31 


à d 088 A 18 3488 т 15 40013 v 9 14.75 
770 CITIBANKNA. 100 a 21 29 4 . 29. 2909 ТОУ 1290 4. 7 15.00 
20 | JPMORGAN CHASE BANK, NA 008 У 15 127 У 19 6357 2 -500У 3 15.00 
О usec Bank 041 A 19 а W^ ооа 14 DEDE 15.50 
СОО овак 012 A 16 055 A 17 6216 A 22 126972 v 10 16.25 

fa II BARCLAYS BANK PLC. 234 A 22 459 A 23 3809 a 18 139390 v 11 18.50 


MANAGEMENT 


Ривис Sector BANKS 


RANK | | ТА/ТО (%) | (Rs. | BPE (Rs. Crore) | RONW (%) 













| 2008-09 RANK RANK | 2008-09 RANK | 
ES во 7533 Y 6 а 23 ЗА т ПИ 450 
СХ Бор ама ТТЫ. 4. ома 4 ТИ 6.50 
ОУ ipgiBANK 9200 v | 008 <> 1 ОСА 1 927 A 24 6.75 
И свт 733 т 3 0.5 A 9 658 A 18 66a | 7.75 
ОБО PNB 7375 A 11 006 A 4 655 ал 0 ИИ 9.50 
6  CANARABANK 195 4-101 00. 4 9 МА Ар 9.75 
77 (в 7480 A 0.5 <> 9 689A 17 209 6 10.00 
27 ANDHRA BANK 74.32 А 005 А 9 72842208 АИТСА 0 10.00 
_ Т STATE BANK OF PATIALA РО т 482 07805 № —0 А Б ча A — 43 10.00 
710 CORPBANK 6557 v 24 ид: ИА 5050 QAO 10.50 
я в 69.60 v 9:95 604 v в 2 5 11.00 
TG stare BANK OF INDORE 7628 a 4 004 4» 17 702 A 5 DNE M Оа 11.00 
16 P&SBANK 7099 v 14 005 A 9 656 A 19 850: 11.50 
I osc 69.64 У 18 006 <> 4 11424 2 138 A 23 11.75 
16 SeH 69.94 У 17 005 д 9 840A 6 1667 У 17 12.25 
146 SYNDBANK 70.36 & 16 0.4 a 17 751 A 10 190% 7 12.50 
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and Re 4% 
State Bank of India 


SBI: Created a stir in the home loan market by offering loans up to Rs 5 lakh at 
a fixed rate of just 8% for five years. The country’s largest lender's growth 


M AN AG Е М Е МТ (at21% in FY'09) in home loan portfolio is now the highest in the industry. 


Ривыс Sector BANKS 


BANKING SPECIAL 


2068-09 | PERFORMANCE SNAPSI 





| TATD (%) EN T1 EE 177 RONW (%) | 
2008-09 RANK | 2008-09 RANK | 2008-09 RANK | 2008-09 RANK 


| 





2 SBBJ 76.10 


= kl 004 A 17 555 A 27 18.94 A 9 14.50 
8 INDIANBANK И 4 31 обл 14 МА а Wa 52-050 
19 S8 844 12 005 A 9 556A Ж 1695 A 15 1550 
- 20 58м 782 a 2 003 4» 2 602 a 9 1650 У 19 16.50 
704 DENABANK 6708 v 22 044% 17 744A 13 160 A 18 1750 
22 ALL'BAD BANK 6920 v 20 00 v 7 706A 14 138 v 22 1825 
778 UCO BANK 68.65 v 21 002 <> 24 732A п 124A 21 19.25 
704 вом 6562 v 23 ОЗА 22 636A 2 1688 v 16 2050 
25 VUAYABANK 6504 У 26 00 v 24 756 A 9 740 v 26 21.25 
2% св 6512 w 25 002 4» 4 560 А 25 925 v 2 2475 
77 UNITED BANK 68904 Л 00 v 7 955A ^M 440 А 27 7%5% 
Private SECTOR BANKS 
— YES BANK яла з DH A. ! 98A з И 2.00 
79 iCICIBANK 909 a 2 LR A. 1 11544 3! 697 v 13 4.25 
AXIS BANK 048A в EU : 1060 2 АШ 475 
774 кө 6893 я 10 006 <> 5 6%А 8 1828 v 6.75 
778 FEDERAL BANK вит т DEA d тол 5 890 v 12 7.00 
6 | CITY UNION 6797 1 054 6 554. 10 198v 2 725 
27 INDUSIND BANK 7133 4 0.03 11 8.36 4 9.96 11 750 
= 8 КАВМТАКАВАМК 5808 v 14 005 4» 6 649 A 1810 v 7.75 
1:8 DHANALAKSHMI 6432 A 13 004 A 586 A 19.19 v 825 | 
210 58 6551 У 12 004 A 645 A 1630 A 8,75 
СІ HDFCBANK 694 a 9 ӨМТ 5 леу 12 ПИ 9.00 
712 | KOTAK MAHINDRA 106.27 A 1 003 v 11 34 У 14 673 v 14 10.00 
93 LAKSHMIVILAS nwa 5 002 A 14 005 w 15 1094 A 10 11.00 
D BANKOF RAJASTHAN 523 v 15 [DEB we Hn 534 п DEN ME 15 
С pce maa 6 | 4M У 15 зто 13 60% №1 1225 





Silver Line 


DESIGNER SERIES 
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Ф вк 


Andhra Bank: Achieved the status of 100% CBS (Core Banking solutions) in 
the financial year 2008-09. It had launched a 101-day campaign ‘Banyan Vriksh' 


MANAGEMENT pugno irri 


FoREIGN BANKS 





RANK | ind TA/TD (%) | PPE(Rs.Crore) | BPE(Rs.Crore) | RONW (%) | GROUP 







2008-09. 2008-09 RANK | 2008-09 RANK | 2008-09 RANK | 2008-09 RANK AVERAGE 












BANK OF NOVA SCOTIA 161.48 A DPA. 39 v 2 19.75 A 4 3.50 
CALYON BANK 21544 А 3 IN 20A 7 17.63 A 6 4.50 
BANK OF AMERICA 80.54 У 11 DIA nv 6 1305 v 8 7.00 
ANTWERP DIAMOND BANK N V 867.22 A 1 ПОТА 924 3 738 A 17 7.00 
BNPPARIBAS 110.64 v 6 049A 8 205 a 8 1251 v 9 7.75 
7125 w 12 045 4 9 1880 «а 10  2070v 1 8.00. 
| -MI F МЫР Vio 5. O00 v 10 ва 4 $78: 19 — - 8% 
25 [КЕС CA. лы GS EBEN. - 254 А 1 182 a 1 183234 5 9.75 
RON soc У 1) 072 A 6 1662 a 13 2038 A 3 105 
SOCIETE GENERALE | 4436 A 20 034 <> 14 10170 A 1 1046 a 10 11.25 
MIZUHO CORPORATE BANK 9 w 7 038 A 13 2024 «а 9 766 A 16 11.25 
STANDARD CHARTERED BANK 89.75 v 9 0.24 a 18 972 A 17 2044 У 2 11.50 
SHINHAN 59.74 У 15 А MBA 5 805 A 14 11.50 
714 DEUTSCHE BANK AG 62.19 т 13 OFF № 1434 v 14 951 v 11 13.50 
15 | ABUDHABICOMM BANK 2700 v д Bw № пе, р Da D i15 

BANK OF CEYLON е тн: Ва 5 м а o 1375 | 
HSBC BANK ANA UE t. M e. 016 vw 20 9927 do Wn wv. т E 

| ABBANKLTD. Does gia aan 8 0.25 17 2.17 29 AS 15 1575 
BARCLAYS BANK PLC. | _ 8450 у 10 002 A 23 11140 a 15 061 A 23 17.75 
MASHREQBANK PSC | 4675 У 18 Qd w- 15 310 a 2 614 У 18 18.25 
JSC VTB BANK 466.18 2 0.00 24 0.73 24 -0.53 24 18.50 
BANK OF BAHRAIN & KUWAIT BSC 60.84 У 14 014 У 21 617 у 19 403 a 21 18.75 
KRUNG THAI BANK PUBLIC CO 8.96 У 23 Пи ie 10224 16 416 У 20 19.50 
OMAN INTERNATIONAL BANK 103 a 24 007 т 22 480 У 21 130 a 22 22.25 


EARNINGS QUALITY 


Рувис Sector BANKS 


OP/AWF (%) | PAT GROWTH (%) | NIM (%) PAT/AA (%) | WWF (%) | МІЛІҒ(%) GROUP 
2008-09 RANK) 2008-09 RANK 2008-09 RANK | | 2008- 09 RANK 2008-09 RANK 2008-09 RANK AVERAGE 


INDIAN BANK 290 a 1 5978 





; A 4 39 А 1 1775 890 А 5 135 22 633 
72 P&SBANK 209 v 11 540 у 7 328 v 3 139 у 3 9354 2 117413 650 
ОЗ РА 259 A 3 5494 A 6 359 А 2 1434 2 870 А 12 131419 733 
74 vs 228 v 6 2862 v 15 308 A 5 1214 4 878 A 8 109410 800 
Б ser 226 A 7 3442 A 11 301 a 6 1094 7 8844 7 123416 900 
6 Bol 270 А 2 4967 v 9 313 д 4 150 А 1 809 А 24 151 A26 11,00 
3 10B 259 А Д2 Аи 25 29 v. 0 iiv 6 0M v 1 10425. М 
8 АМОНВАВАМК 215 A 10 1334 У 20 295 A 7 104 11 897A 4 128 A17 1150 
-9 — CANARABANK 202 А 14 3246 А 13 267 A 16 105 A 10 873 A 10 118 w 14 1283 
9 вов 222 a 9 5575 А 5 29 A 7 1094 7 778 А 26 142423 1283 
OBC 163 A 19 12539 A 1 228 v 22 090 A 13 858 A 16 104A 7 1300 


| Chartered Financial Analyst | | October 2009 | 43 


BANKING SPECIAL (1% 


2028-09 | PERFORMANCE SNAPSHOT 


Сту UNION BANK LTD 





City Union Bank: The 105-year old bank, based in Kerala, steals the show in terms ol 
Earnings Quality over its private sector peers. 


EARNINGS QUALITY 


Ривыс Sector BANKS 


OP/AWE(%) | PATGROWTH(%) | NIM(%) — ИЛ ММ | GROUP 





2008-09 RANK! 2008-09 RANK | 2008-09 RANK | 2008-09 RANK 2008-09 RANK 2008-09 RANK AVERAGE 








(|2 | DENABANK 175 v 18 7656 У 3 28 A 12 076 v 20 833 А 20 1447 1333 
43 STATE BANK OF PATIALA 151 v 23 3166 A 14 202 д 24 083 A 16 928 д 3 099 ¥ 6 1453 
И CORP BANK 250A 5 3254 w 12 272 у 15 104 v 11 844 A 18 154 A27 1467 
5 | STATE BANK OF INDORE 198 A 15 1627 у 17 264 A 17 080 A 14 860 А 15 111 w 1! 1483 
Шы | |. 204A 13 153! д 18 29 У 11 081 v 18 872 A 11 132 A20 157 
ое тю GEI та 9 729707 145424 1533 
B  ALLBADBANK | Jr HM ee 224 A 8 2115 v ?6 279 A 14 086 v 15 867 A 13 134 A 2 16.17 
сик шел т v? 05 à 18 07709 851 А 17 097 1 16:33 
ШЕ 0н оф 153 v 20 1130 v 21 285 v 12 068 v 22 89421 097 A 4 1667 
201 UNITED BANK 195 A 25 12377 A 2 233 A 21 022 ү 27 797 425 091 vw 3 1717 
22 UCO BANK 128 A 24 5218 A 8 199 у 25 048 v 24 864 А 14 108A 9 17.33 
2 SM 176 т 17 210 w 24 252 w 19 082 v 17 875 A 9 129 w 18 1733 
4 SBH 192 A 16 664 w 25 252 A 19 071421 842 A 19 113412 1867 
6 VUAYAEANK 152 A 22 -3469 w 27 222 A 23 035 v 26 888 A 6 118 A 14 1967 
EEG о (113 v 26 1475 A 19 191 w 26 043 v 25 82 a 22 084 a 2 2000 
| — IDBIBANK | 09; v 27 2067 А 16 088 A 27 056 v 23 822 a22 098 у 5 2000 
Private SecTOR BANKS 
| CITY UNION 279 v 4 2004 w 9 339 v 5 14 v 2 988 А 3 1524 5 1467 
FEDERAL BANK 372A 1 380 A 7 420 д 3 1.3% 9 979 А 4 1524 5 483 
| HDFCBANK 294 v 3 4097 A 6 538 v 2 144 4 928 А 7 187 w 12 567 
КОТАК MAHINDRA 254 A 7 -1380 У 13 602 A 1 088 v 10 11444 1 1443 583 
YES BANK 278 A 5 5116 v 5 311 А 8 151 a 1 1056 a 2 229 w14 583 
SB 200 A 10 3698 v В 317A 7 17А 8 942 А 5 092A 2 667 
Ш =! оа 4 Wm ow Алла v? а AT 7.50 
© AXISBANK SEN Б Bea 2 GO v 4 39394 0 19A 5 МАИ UE CT 
Foame | |  —— —— — 1M A 12 2182 А 2 249 а 14 064 А15 929 A 6 151a 4 850 
DHANA LAKSHMI 185 A 11 7632 v 3 306 v 9 119a 7 860413 167 A 8 850 
осв 107 т 15 Ма 355 A 4 142 v 15. 913 а 9 170710 883 
KARNATAKA BANK 225 A 9 1034 w 12 250 у 13 (126 v 6 899 A 11 1664 7 967 
BAN OF RAJASTHAN 122 v 14 119 A 11 288 v 11 073 v 12 871 A 12 078 ж 1 1017 
INDUSIND BANK 145 A 13 34907 А 1 212 A 15 059 A 14 909 A 10 190411 1067 
ICICIBANK 233 A 8 -1591 w 14 266 a 12 086 v 11 811 v 15 198 ¥13 1217 
FOREIGN BANKS 
SHINHAN 460 A 11 4677 * 7 700 v 10 221 А 11 8694 4 114 4 5 800 
BANK OF CEYLON 1179 a 2 5426 № 6 1436 A 3 331A 5 715 A 15 797 421 867 
MIZUHO CORPORATE BANK 414 w 13 10538 A 3 540 A 16 251 А 7 734 А 12 217A 8 9.83 
BARCLAYS BANK PLC. 401 A 15 182038 A 1 732 A 7 018 A 22 1082 A 1 343 w 13 9.83 
DBS BANK 474 A 9 29835 A 2 362 v 21 239 А 8 848 6 317 a 14 1000 
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^ AXIS BANK 


Axis Bank: Has delivered consistent Net Profit growth over the last several years. 
The Bank recorded over 3096 y-o-y growth in Net Profit in 35 out of the last 37 quarters and 


EARN | NGS QU ALITY over 60% y-o-y growth in Net Profit in each of the last 7 quarters. 


FOREIGN BANKS 


OP/AWF (%) | PAT GROWTH (%) | NIM (%) | PAT/AA % | WWF(X) | МИМҒ(%) GROUP 








2008-09 RANK 2008-09 RANK 2008-09 RANK 2008-09 RANK 2008-09 RANK 2008-09 RANK | AVERAGE 





v 12 381 v 20 277 v 6 900v 2 660720 1067 

A 11 99 v 4 40 A 1 556 А 22 939 А23 1067 

v 5 39 v 19 450 А 3 725 v 14 1009 A24 11,00 

v 9 53 A 17 207 v 13 797 A 8 304 ү 129 1117 

e v 14 637 a 13 226 wv 10 850 v 5 466 A 19 11.33 
© JSC VTB BANK 000 24 14155 1 И 627 ә и 
|4 | BANK OF AMERICA 742 v 6 1051 v 16 681 A 11 375 v 4 669 v 17 434 vw 18 1200 
| KRUNG THAI BANK PUBLIC CO 251 v 22 653 У 18 1675 v 2 133 v 20 752 A 11 069 v 2 1250 
DEUTSCHBAKAG — — — ATI 4» 10 1135 v 15 706 a 9 173 v 15 766 v 10 415 v 17 1267 

| 6 Tiv 5 229 v 0 798 v 6 488 v 2 43 v4 84 v2 1317 
383 A 18 8136 A 4 269 A 24 221 A 12 728 A 13 229 A 9 1333 

i 372 У 19 2428 у 13 728 A 8 229 v 9 667 v 18 349 A 15 1367 

E NOMLBAK 0440029 Ni v 558 A 15 008 v 23 604 A 21. 106 A 4 1433 
| | BANK OF TOKYO-MITSUBISHI UFJ 386 v 17 -1885 У 19 417 v 18 169 v 17 78 v 9 155 ж 7 1450 
I. HSBCBANK 439 А 12 1033 У 17 679 v 12 152 ¥ 18 666 v 19 284 ж 11 1483 
08 SOCIETE GENERALE 397 А 16 3179 w 10 302 A 23 148 A 19 799 A 7 360416 1517 
ANTWERP DIAMOND BANK N V 324 A 20 4528 A 8 331 A 22 177 A 14 485 v 23 141 A 6 1550 


LIQUIDITY 


4PuBLIC Sector BANKS 


RANK | | LA/DD (76) | LA/TD (%) | LA/TA (%) | G-SEC/TA (%) | AS/TA (%) 
2008-09 RANK 2008-09 RANK 2008-00 RANK 2008-00 RANK 2008-09 RANK 






© STATE BANK OF PATIALA 279.04 А 1 1462 у 9 1299 w 10 SES = 0.13 у 17 8.40 


> SBI 127.32 А 22 1900 4 1 1461 w з 2552 а 9 0.20 v 11 9.20 
SBH 149.31 v 14 1897 2 1495 v 2 2366 A 6 0.07 У 23 9.40 





ADD Corporation Limited, Business Park, 6th Floor, Chincholi Nako, S. V. Road, Malad (W), Mumbai — 400 064. • Tel. : (91-22) 2876 7171 / 6570 7171, Рох: (91-22) 2876 7878 * E-mail : info@addpens.com; www.addpens.com 


| Chartered Financial Analyst | | October 2009 | 45 





ee Ж-а ІЛСІСІ Bank 


ICICI Bank: Its renewed thrust on increasing the proportion of low-cost retail deposits 
resulted in a jump in its Current and Savings Account (CASA) deposits as a percentage 0 


LI Q U | D ITY total deposits to 28.7% in FY’09, from 26.1% in the previous fiscal 


PuBLIC Sector BANKS 





| дш у | що | LATA) | G-SEC/TA (%) AS/TA(%) GROUP 
| 2008-09 RANK | 2008-09 RANK | 2008-09 RANK | 2008-09 RANK 2008-09 RANK 

1 WWAYABANK 21608 A 3 1639 A 4 1433 A 4 2292 у 12 0.06 25 960 

| ВОВ 198.31 У 4 1490 v 7 1200 v 9 1796 у 27 043v 2 980 

КЕЧ св M В E 198189: 8 1280 v 16 49 * HM 2550 А 3 Ш» г дф 

 ПВААЖ 00 17982 A 6 1492 A 6 1325 A 6 2055 у 24 O21 10 1040 

Ева ЖЫР А2 МАТ A 10 ВАН Рам ме 8 10 

БЕ |7 М8А 5 W4 vu ерт P 2м v 7 Ме 1-12 

— € P&S BANK | 165.84 v 9 1027 v 24 861 v 24 2648 A 2 078A 1 1200 

1С UNITED BANK 14072 A 15 МІТ @ озА т ШИ озу 7 M 

| UCO BANK 17411 A 7 МА 1138 a 14 ПИ # M 007 a 

| INDIAN BANK 155.85 v 12 136 У 20 981 v 19 9971 огу» 3 150 

| SYNDBANK 165.60 A 10 1504 A 5 1338 A 5 2098 v 23 009 v 22 1300 

| В 163.04 a 11 1324 w 15 1095 v 16 2251 w 14 015 14 1400 

ТВ р: С 14455 A 17 1372 A 13 1180 д 12 2161 v 21 018 v 12 1500 

CORPBANK С 9985 w 27 175 v з БЫ” 1 210 v 25 0d w M i540 

SEB) (00700 IO му 4-350 vou В в ео 

19 PNB dus . 19894 A 20 1246 v 18 1059 v 17 2208 v 18 027v 7 1600 

© CANARABANK 14430 v 18 1108 v 22 943 21 2314 v 10 022 v 9 1600 

21 IDBIBANK 14475 w 16 1432 w 12 933 v 22 2360 ¥ 8 000v 27 1700 

2 ANDHRABANK 133.41 w 21 1172 w 19 1015 v 18 2220 у 16 014 v 15 17.80 

БЕ SBT 149.42 v 13 80 у 27 682 v 26 2368 т 7 012 v 20 1860 

| SBM 118.89 у 25 821 у 26 668 v 27 2452 A 4 048 v 12 1880 

728 B0M 107.65 т 26 1032 у 23 913 v 23 2740 A 1 007 v 23 1920 

26 ALEADBAK 0-0 | 12195 v 24 951 у 25 827 у 25 2190 A 20 030v 4 1960 

747 STATEBANKOFINCORE | 19618 A 23 1123 w 21 962 v 20 2194 v 19 005 v 26 21.80 
PRIVATE SECTOR BANKS 

DCB 132.75 У 10 1912 т 3 1492 v 1 2099 v 10 0294 2 520 

ЕЕ... 17989 v 6 1668 у 5 1497 2 2459 А 5 00v 8 520 





107 
uU 





= GENIUS | 
NO SMUDGING - EXTRA SMOOTH 
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e ej kotak 


Kotak Mahindra Bank 





Kotak Mahindra Bank: Bagged the "Best Private Banking Services" award by Euromoney 
| 2009 and also Best Employers in India by Hewitt Associates. As on March 31, 2009. 
| the Bank had 217 full-fledged bank branches (178 branches as оп March 31, 2008) 
LI Q U | D ITY across 126 locations and 387 ATMs. 


Private Sector BANKS 


LA/DD (%) LA/TD (%) ГАЛА (%) G-SEC/TA (%) AS/TA (%) GROUP 


2008-09 RANK 2008-09 RANK 2008-09 RANK 2008-09 RANK 2008-09 RANK AVERAGE 





YES BANK 20260 А 3 1981 A 2 1399 a 3 2044 ¥ 11 004% 11 600 

[BANK OF RAJASTHAN 13848 v 9 1345 т 11 118 v 9 2695 A 3 09 1 660 

(4 vacsumivias 23214 a 5 1552 у 8 1372 v 5 2012 у 12 онт 3 660 

I юквж с . 8004 A 19 1785 v 4 1391 v 4 2845 A 1 00 11 60 

LE | 23789 А 2357 a 1 1355 v 6 1671 w 15 00% 11 7.40 

АЕ crv unon EU И MM v. 9 т 2054 9 ют е 

E S o 271.08 д 2 1267 A 12 1124 д 11 1985 у 13 00% 4 840 

|7 FEDERALBANK | | 28119 A 1 1260 v 13 1041 A 13 2128 v в 00” в 880 

(И iNDUsIND BANK 10612 10 М № 133 0 2228 8$ оп 59 БН 

А KARNTAKABANK 18477 957 v 15 850 15 259 A 4 0М4У 6 90 

DAB) KOTAK MAHINDRA 7561 v 14 1652 v б 900 4 283 у 2 004 11 940 

ES 12083 A 11 1196 ж 14 1058 A 12 92% A 7 008v 5 980 

| AXSBANK 7375 v 15 1560 v 7 1239 v 8 1877 A 14 0004 11 10 
FOREIGN ВАМК$ 

OMAN INTERNATIONAL BANK 1328.73 v 2 7064 A 11 5449 A 4 4365 A 3 00% 3 45 

MASHREOBANK PSC 258.16 д 14 22258 A 2 4223 A 8 4429 A 2 091A 1 50 

JSC VIB BANK 489517 1 480517 1 өз 1 00 2% 00 з 60 

Г RUNG THAI BANK PUBLIC CO 544.62 a 6 11124 т 5 7551 д 2 1740 A 19 004% 3 70 

(| CALYON BANK 588.90 4 5 9637 v 7 1191 v 20 4939 A 1 004 3 720 

| BANK OF CEYLON 40845 a 7 13030 A 4 5953 A 3 1644 A 20 000v 3 740 

T OTBANKNA 00 . 06896 A 12 7687 A 9 3772 A 9 225 д 13 000% 3 920 

| STANDARD CHARTERED BANK - 38012 A 9 998 A 6 4281 à 7 144 v 22 004 3 94 

JPMORGANCHASEBANKNA — 20591 A 17 8674 a 8 2954 A 13 333 v т 00% з 960 

ABU DHABI COMM BANK 296.05 v 11 6231 A 15 4833 A 6 2175 v 15 0239 v 2 980 

BNPPARIBAS 206.93 A 16 7140 A 10 2436 A 17 374 A 5 0004 3 1020 

DBS BANK 65270 v 4 3298 v 19 1581 v 18 3120 A 8 004 3 1040 

A B BANK LTD. 17088 — 20 147 3 503 5 128 23 00 з 1080 











Silver Line — 


DESIGN / әй Business Pork, 6th Floor, Chincholi Naka, S. V. Rood, Malad (W), Mumbai — 400 064. 
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BANKING SPECIAL 


PERFORMANCE SNAPSHCT 


FEDERAL BANK 





Your perfect banking partner. 


Federal Bank: Adjudged as the Best Bank among Private Sector Banks for lending unde! 
Priority Sector by Dun & Bradstreet Banking Awards 2009. It was also the runner-up 

for the Award -Best Customer Relationship Achievement - constitutec 

by IBA, FINACLE & TFCI in 2009. 


LIQUIDITY 


FoREIGN BANKS 


LA/DD (%) 


| EA/TD (%) ГАЛА (96) 
cid | 2008-09 RANK 


| G-SEC/TA(%) | AS/TA(X) 
2008-09 RANK 2008-09 RANK 


2008-09 RANK 2008-09 RANK 





| 


10 18.89 


“14 HSBC BANK 259.53 A 13 6883 A 12 36.35 A v 18 00v 3 11.20 
“48 SOCIETE GENERALE 389.29 A 8 2663 A 22 1018 A 21 4258 + 0004» 3 1140 
|18 BANKOFAMERICA 105.02 A 21 6698 A 13 2835 A 15 3386 A 0004» 3 1160 
17 BANKOFBAHRAIN & KUWAIT BSC 31809 A 10 3216 A 20 2524 A 16 2479 A 10 0004 3 1180 
8 НА 21372 A 15 4885 у 18 3612 у 11 1957 A 16 0004 3 1260 
L8 — BARCLAYS BANK PLC. 749.67 A 3 1468 у 24 886 у 22 2348 A 12 000% 3 1280 
“Ж DEUTSCHE BANK AG 77.08 A 4 5058 A 17 2868 A 14 2773 у 9 0004 3 1340 
“21 MIZUHO CORPORATE BANK 20011 A 18 6055 A 16 3099 A 12 1577 w 21 004 3 1400 
20 ANTWERP DIAMOND BANK NV 8378 v 23 6428 у 14 536 т 24 2217 A 14 0004 3 15.60 
7% BANK OF NOVASCOTIA 197.09 у 19 1500 у 23 638 v 23 2381 A 11 0004 3 15.80 
22 BANK OF TOKYO-VITSUBISHI UFJ 9444 a 22 3152 у 21 1439 v 19 1925 A 17 000 ¥ 3 1640 


ADDITIONAL INDICATORS 


Ривыс Sector BANKS 


С TOTALASSETS 


ADVANCES 








SBI 
! PNB 
? BOB 
во 
© САМАВАВАМК 
__ IDBIBANK 
в 


76540.55 
22550.59 
17876.11 
19399.21 
19546.15 
13256.53 
13419.86 
11525.51 
10488.19 
11354.47 

9932.52 


63788.44 
19325.17 
15091.58 
16346.98 
17119.05 
11631.63 
11889.38 
10455.19 

9579.63 

9641.41 

8855.48 


9121.23 
3090.88 
2227.20 
3007.35 
2072.42 
858.54 
1726.55 
571.24 
912.82 
1325.79 
905.42 


742073.12 
209760.51 
192396.95 
189708.48 
186892.51 
112401.01 
138702.84 
131271.86 
115885.14 
100115.89 

98368.86 


542503.21 
154702.99 
143985.90 
142909.38 
138219.40 
103428.34 
96534.23 
85483.19 
81532.27 
74885.28 
68500.37 


965042.96 
246939.66 
227406.72 
225931.65 
219645.80 
172554.21 
161337.66 
148016.88 
130255.67 
121073.41 
112582.61 


GENIUS 


NO SMUDGING - EXTRA SMOOTH 
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4! BARCLAYS 


| Barclays Bank: Launched a new ‘Barclays NRI Dual Account’ for Indian students 


| studying in the UK. This service provides students with a host of banking 
ADDITIONAL INDICATORS 


services such as a zero balance NRI saving account and free online 
or branch-based money transfer from UK to India. 
Рувис Sector BANKS 





TOTAL INCOME INTEREST INCOME DEPOSITS ADVANCES TOTAL ASSETS 


S.NO. BANK 
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| uco BANK 9355.15 8243.8 557.72 10022158 6880386 11199591 

[ ALLBAD BANK 8707.57 7456.03 768.60 84971.79 5880177 9765777 

© coRP BANK 7292.66 6140.95 892.77 73983.91 4851216 8692248 

15 INDIAN BANK 8090.11 6884.05 1245.32 7258183 5146528 84121.76 

ENS о 6619.01 570950 61581 6244891 4367916 76783.13 

у МАТ SIATEBANKOFPATALA 643570 580406 _ 5915 6000619 4363413 6966546 

| ANDHRA BANK | _ 6157.48 5374.61 653.05 59390.03 4413928 68529.23 

19 VABANK 00 6001.09 5237.82 26248 54535.42 3546811 6238260 

20 UNITED BANK - 4861.27 4311.87 18471 5453590 3539354 6204071 

701 вм 4902.22 4378.93 375.17 5225492 42077 5904335 

70 sor 4796.00 4123.15 607.84 4204192 3251235 4946051 

792 DENABANK 4031.67 3447.50 422.66 4305061 2887795 4846475 

ES 4434.82 3810.28 403.45 3922442 2985070 4646876 

25 | P&SBANK 3670.17 3284.84 437.18 34675.66 2461535 4136379 

6 SMO | 3762.52 3247.27 3544 3291577 25616.05 40485.78 

Й STATEBANKOFINDORE 00 13067.07 2713.08 278.92 28331.98 2161211 3307590 
PRIvATE Secron BANKS 

ШШ совд\к 39975.13 31484.72 3758.13 21834788 21831085 37984959 

| HOFC BANK 19802.91 16102.06 2244.94 14281158 9888305 18335867 

AXIS BANK 13813.17 10835.48 1815.36 11737410 8155677 — 14775884 

ПАЗ | FEDERAL BANK 3848.50 3332.73 500.49 3219819 2239187 3897659 

“ы | KOTAK MAHINDRA 3641.37 3065.14 276.10 15644.93 16625.34 28711.87 

7 INDUSIND BANK | 279944 230947 _ 1484 22110.26 1577068 2767040 

Ат 247827 — 2021.17 30384 1616943 1240309 2290080 

| KARNATAKABANK с _ 227055. 1917.40 _ 26671 20333.28 1181004 2288281 

Es B c opum 185455 168692 _ 183.04 1809234 1185203 2038354 

BANK OF RAJASTHAN 151510 138361 11771 15187.14 7780.75 17235.08 

KB 1714.70 1446.10 235.84 15101.39 10409.87 1706074 

CITY UNION 928.08 804.40 122.13 8206.62 5645.25 9251.01 

ЕН LAKSHMIVILAS 767.33 657.62 50.30 7360.91 5245.83 8323.23 

DCB 768.08 645.20 -88.10 4646.89 3274.02 5957.60 

DHANA LAKSHMI 489.84 408.41 57.45 4968.80 3196.04 5642.98 

ForeIGN ВАМК$ 

CITIBANK N A. 10531.04 6840.24 2173.08 51677.46 3991994 10529970 

STANDARD CHARTERED BANK 8880.29 5649.42 1906.77 41801.76 371607 9749217 

I HSBCBANK 9056.44 6326.92 1291.28 49970.28 2758868 9463201 

D> DEUTSCHE BANK AG 2901.32 1881.45 430.06 14147.37 8797.63 2495487 

| BARCLAYS BANK PLC. 2625.80 2036.54 _ 30.10 1248553 1055051 20696.85 

DBS BANK 1135.81 808.64 _ 259.04 6022.86 272285 1256487 
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CN 


Yes Bank: Won the prestigious Emerging Markets Sustainable Bank of the Year Award at 
The Financial TimesAFC, Washington Sustainable Banking Awards held in London, | 


ADDITIO NAL | М DI C ATO RS last year. YES BANK was the only Indian Bank to have received this’ 


accolade out of 182 entries from 129 institutions across 54 countries. 
FOREIGN BANKS 


| 













TOTALINCOME | INTERESTINCOME DEPOSITS | ADVANCES | TOTALASSETS 

2:7 JP MORGAN CHASEBANK, NA 1258.44 51592 443.86 3586.60 702.55 1053122 
2:8 BANKOFAMERICA 1013.13 606:91 336.99 4166.76 3355.94 9845.35 
1/6 . BNPPARIBAS 943.11 636.36 169.97 3353.14 3709.88 9828.90 
10 . BANKOFNOVASCOTIA 716.96 545.25 152.87 2975.74 4805.28 6996.05 
| CALYON BANK 690.48 346.59 155.54 818.33 1762.99 6621.96 

{2 | BANK OF TOKYO-MITSUBISHI UFJ 378.17 31537 67.76 2076.03 2991.32 4546.41 

J MIZUHO CORPORATE BANK 168.78 128.04 42.71 1147.50 1119.15 2241.82 
714 SOCIETE GENERALE 230.29 152.67 39.59 824.64 365.84 2158.35 
(18 sHINHAN 72.26 63.87 19.29 765.99 457.60 1035.89 
718 ANTWERP DIAMOND BANK N V 59.38 46.00 15.57 80.75 700.28 968.48 
17 ABUDHABICOMM BANK 58.56 47.79 16.36 508.61 137.32 655.74 
(48... BANK OF BAHRAIN & KUWAITBSC 86.99 48.39 17.41 471.90 287.12 601.19 
19 OMAN INTERNATIONAL BANK 18.29 14.52 2.93 186.60 1.92 241.90 
(20 BANK OF CEYLON 32.18 1380 19.76 86.39 45.30 189.10 
21 KRUNG THAI BANK PUBLIC CO 11.22 10.28 1.86 103.35 9.26 152.25 
22 JsCVTB BANK 6.97 6.83 -0.29 2.07 9.65 112.93 
7733 MASHREOBANKPSC 15.93 5.33 5.46 20.90 9.77 110.15 
724 ABBANKLTD. 12.24 455 3.80 31.05 28.60 81.05 


COMPOSITE RANKINGS 


Ривс Sector BANKS 








CAPITALADEQUACY ^ ASSETQUALITY | MANAGEMENT | | ШҮ | COMPOSITEAVG. 
ев 10.75 4.75 6.50 12.83 9.80 8.93 
5 PNB 9.25 3.25 9.50 733 16.00 9.07 
ҰЙ wn 14.25 8.00 4.50 11.00 11.00 9.75 
77% INDIAN BANK 9.25 6.75 15.25 6.33 13.00 10.12 
NO SMUDGING-EXTRASMOOTH $ 
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DBS 





DBS BANK INDIA: The first and the largest Singapore bank in India, reported record earning 
for the year ended March 31, 2009. Its revenues jumped 198% to Rs 6,169 mn while profits 


С OM p 0 S ITE RAN КІ б} С$ after tax grew 298% to Rs 2,590 mn during the fiscal year. 


Рувис Sector BANKS 


RANK . 


BANK | CAPITALADEQUACY ASSET QUALITY MANAGEMENT | | COMPOSITE AVG. 





2008-09 
б ser 6.50 10.00 775 9.00 18.60 10.37 
8 STATEBANKOFPATIALA = 12.00 8.50 10.00 14.33 8.40 10.65 
17 ANDHRABANK 6.50 8.50 10.00 11.50 1780 10.86 
8 OBC | 11.00 9.50 135 — 130 © 1120 11.29 
79 РЕЗВАМК 20.50 13.00 11.50 6.50 12.00 12.70 
10 ін 17.25 13.25 11.00 8.00 15.00 12.90 
(E 6.00 1375 14.50 15.17 15.60 13.00 
(40 | seo san 13.00 11.00 12.50 16.33 13.00 13.17 
ЇЗ CANARA BANK 975 1975 975 12.83 16.00 13.62 
(44 corp sank 17.25 10.75 10.50 14.67 15.40 1371 
б кв 14.00 21.75 10.00 11.33 14.00 14.22 
16 STATE BANK OF INDORE | 8.00 15.50 1100 — 14.83 21.80 14.23 
17 DENABANK 16.50 18.00 17.50 13.33 10.40 15.15 
48 вн ti: 21.50 15.25 1225. 1867 940 15.41 
19° 58м 13.25 1475 _ 16.50 1733 18.80 16.13 
20 ОВА 22.25 16.75 675 _ 20.00 217.00 16.55 
Е 21.25 22.75 15.50 15.33 9.20 16.81 
22 © UCO BANK 20.25 15.50 19.25 17.33 12.80 17.03 
9237) ALLBAD BANK 15.50 15.75 18.25 16.17 19.60 17.05 
23 WAYABANK 16.50 18.25 21.25 19.67 9.60 17.05 
08 c8 14.25 19.75 24.75 20.00 9.80 17.71 
38 BOM 15.75 17.50 20.50 16.67 19.20 17.92 
27 UNITED BANK 15.25 24.50 26.25 1717 1200 1903 
PRIVATE SECTOR BANKS 
1 CITY UNION 5.00 7.25 7.25 4.67 8.00 6.43 






2 YESBANK 10.75 7.75 2.00 5.83 6.00 6.47 
2 FEDERAL BANK 5.50 6.50 7.00 4.83 8.60 6.49 


Lovely Homes are Just a Loan Away! Repco) 


Looking for a Faster Home Loan? Come straight to Repco Home. 


Why RHFL is the preferred destination for Home Loan: 


* Quick Sanction * Immediate Disbursal * Low Margin Requirement 
* Customized Products * No Hidden Cost * Minimum Documentation 
* Free Insurance * No Intermediary * Immediate Document Delivery 


Corporate Office: 2™ Floor, North Wing, Karumuttu Centre, New Мо. 634 Anna Salai, 
Nandanam, Chennai - 35. (Ph:42106650 / M:9444394918) E-mail: co@repcohome.com 


www.repcohome.com Toll Free 1800 425 6070 
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HSBC Bank: Acquired a majority stake іп IL&FS's Investsmart in September last. , 
Now rebranded as HSBC InvestDirect, it has 1,603 employees and over 200 | 


COMPOSITE RANKINGS йы рова п and sition cns. 


PRIVATE SECTOR BANKS 





CAPITALADEQUACY  ASSETQUALITY | MANAGEMENT | EARNINGS | COMPOSITEAVG. 





СЕТ 4.50 4.00 6.75 750 9.80 651 
DHANA LAKSHMI 525 775 _ 825 8.50 _ 520 6.90 
ne ee eee з кА 8.50 9,00 i= 680. 7.40 
ЖЕ әмме во 7.25 110% 8.50 /. 880 сим 
Eas i Е. 6.75 HEC S МИ! злу. 8.28 
EN ee E 10.75 8.75 6.67 040 В 

© ICICIBANK | 925 8.75 4.25 1247 ^ a 8.36 

Ta pce 10.00 6.00 12.25 8.83 5.20 8.46 
12 KOTAK MAHINDRA 5.50 12.50 10.00 5.83 9.40 865 
INDUSIND BANK 10.50 7.50 7.50 10.67 9.20 9.07 
KARNATAKA BANK 10.00 8.75 775 9.67 9.40 911 

BANK OF RAJASTHAN 11.75 975 11.50 10.17 6.60 9.95 










BANK OF CEYLON 6.00 1.75 13.75 8.67 7.40 7.51 
SHINHAN 4.50 2.50 11.50 8.00 12.60 7.82 
JSC VTB BANK 9.79 0.75 18.50 11.67 6.00 8.53 
MIZUHO CORPORATE BANK 9.25 1.75 11.25 9.83 14.00 9.22 


CALYON BANK 19.25 5.75 450 10.67 720 9.47 











_ 12.00 3.25 3.50 в ти ^. 09458 

21075 — 375 1375 | 1017 980 964 

1475 475 10 5298 о, "nw чш 

(975 ~ Т 19.50 — 12.50 jc АА 10.15 

| 875 5.50 18.25 aires. вло. NEM 

> BNPPARIBAS 15.50 8.75 775 1117 10.20 10.67 

| BANK OF TOKYO-MITSUBISHI UFJ 7.75 6.25 9.50 14.50 16.40 10.88 

ANTWERP DIAMOND BANK NV 9.25 8.50 7.00 15.50 15.60 1147 
| ABBANKLTD. 5.75 13.50 15.75 10.67 10.80 11.29 1 
BANK OF BAHRAIN & KUWAIT BSC _ 675 11.00 18.75 10.33 11.80 — а. 
ЖЫНЫС в 15.00 800 а 90 0 5 
-STANDARDCHARTEREDBANK — 15258 1225 1.50 Н 29407. 00% : 
VIONALBANK мш 525 ЖЕСІ Кл о 
PSOCETEGENERAE 170 6.50 1125 .— 15.17 малыс а-ға D 
JP MORGAN CHASE BANK, МА 19.25 15.00 9.75 1100 296 12.92 1 
19.25 16.25 10.25 10.00 10.40 13.23 5 
DEUTSCHE BANK AG 1475 1475 13.50 12.67 13.40 В: 
} BARCLAYS BANK PLC. 12.25 18.50 17.75 9.83 12.80 14.23 1 
HSBC BANK 16.25 15.50 15.25 14.83 11.20 14.61 : 
: 
Abbreviations: ВоВ - Bank of Baroda, Bol - Bank of India. PNB - Punjab National Bank, SBT - State Bank of Travancore, OBC - Oriental Bank of Commerce, P&S Bank - Punjab & Sind Bank, UBI - Union Bank of 1 
india. SBBJ - State Bank of Bikaner & Jaipur, IOB - Indian Overseas Bank, SBH - State Bank of Hyderabad, SBM - State Bank of Mysore, SBI - State Bank of India, CBI - Central Bank of India, BoM -Bank of Maharashtra, с 


KV3 - Karur Vysya Bank, ЭВ - South Indian Bank, DCB - Development Credit Bank. 
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Interest Rate Scenario in India 


What's in Store? 


tanding near the window of a 

high-rise apartment and looking 

at the sea waves, one is never 
able to identify a pattern as to when 
the big one will lash the shore. Simi- 
lar is the case while predicting inter- 
est rates. It is never easy to analyze 
the factors and pinpoint the reasons, 
as irterest rates do not directly follow 
a ‘cause and effect’ diagram. Here the 
cause can become an effect and vice 
versa. For example, interest rate is a 
function of liquidity—high liquidity 
gives more money to the system, thus 
causing the lowering of interest. But 
even a slight imbalance on the supply 
side causes inflation to go up and 
could invite the central bank's inter- 
vention for curbing money supply, 
which could result in an increase of in- 
terest rates. 

Movement in interest rates affects 
barks, corporate world, and the pub- 
lic. It also influences and is in turn in- 
fluenced by several other variables 
like exchange rate, foreign investment 
and szock markets. Interest rates are 
determined by the market, but the 
central bank's intervention can 
strongly influence short-term interest 
rates. The curvature of the yield curve 
(flat or steep) again depends on sev- 
eral factors. [In the financial market, 
there are two types of rates. The first 
туре is for treasury operations, includ- 
ing money market and G-sec rate, 
whieh in turn become benchmark for 
several other rates. We shall refer to 
it as Debt/Money Market interest 
rate (Debt/MM rate). The second type 
is the interest rates offered by banks/ 
Fis for their products. We shall refer 
tc it as ‘product rate’, which in turn 
depends on several factors like bank’s 
sources of funds, their CASA deposits, 
internal costing methods, NPAs, loan 
profile, etc. Even though lowering of in- 
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terest rate results in good treasury 
profits, banks generally prefer a rising 
interest rate scenario, since it gives 
them a chance to improve the yield on 
advances and Net Interest Margin 
(NIM). Conversely, in a soft interest 
regime, corporates can pressurize 


banks to get best sub-PLR rates, 
which hurt banks’ margins. 

For corporates, interest rates fore- 
cast can be a useful determinant of 
the decision to decide between equity 
and debt, or to choose between a fixed 
or a floating rate. For the public, the 
decision is whether to go for a short- 
term or a long-term deposit, and 
whether to go for fixed or floating rate 
loan. This leads us to point out the 
major difference between the two 
aforesaid rates—the Debt/MM rates 
are more sensitive to changes in their 
determinant factors. The ‘product 
rates’ are not as sensitive, even though 
they derive their direction from the 
former; their main determinant fac- 
tors are different. Their movement dif- 
fers in timing and quantum. This is il- 
lustrated by the fact that when com- 
mercial banks reduced their deposit 
rates and Prime Lending Rates (PLR), 
in line with the easy monetary policy 
adopted by the RBI, their rate of reduc- 
tion was not commensurate with the 
extent of policy rate reduction under- 
taken by the RBI. This is because the 
deposit rates of the banks have to com- 
pete not only with the other banks but 
also with the Small Savings Schemes 
offered by the government. 

Since the Debt/MM rate is sensi- 
tive to external factors and ultimately 
affects the product rate, albeit with 
some lag, we need to look into the 
main factors affecting the current sce- 
nario of Debt/MM interest rate. 


Background 

It was believed that the global finan- 
cial crisis started in August 2007 was 
limited mainly to developed econo- 
mies. The main belief at that point. 
was that India as a leading developing 
economy was decoupled from the de- 
veloped world and accordingly would 
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not be affected. However, in Septem- 
ber 2008, the crisis deepened signifi- 
icantly in the west and impacted all 
aspects of our economy. The only dif- 
ference was that in the west the crisis 
started in the financial sector and 
moved to the real sector, whereas in 
emerging economies it started in the 
real sector affected by the global crisis 
and moved to the financial sector. 
The Indian economy, which was on 
a robust growth path up to 2007-08, 
witnessed moderation in 2008-09, 
with the deceleration turning out to be 
¡somewhat sharper in the third quar- 
ter. The slowdown in the Indian 
economy during 2008-09 was attrib- 
uted to deceleration in investment de- 
mand, which hitherto was an impor- 
tant driver of growth. The deceleration 





in the private consumption expendi- 
ture was partly offset by the govern- 
ment consumption expenditure dur- 
ing the third quarter emanating from 
4 the fiscal stimulus measures and 
committed expenditures. The 
Lehman Brothers crisis severely im- 
pacted the business sentiment, as 
banks/FIs were unwilling to lend due 
to the uncertain business environ- 
ment and the liquidity crisis created 
by the sharp rise in RBI’s policy rates, 
necessitated by the sharp rise in in- 
flation up to July 2008. 


Factors affecting interest rates 
There are four broad factors affecting 
interest rates in the current scenario— 
inflation and the resultant monetary 
policy of the central bank; global sce- 
nario; government borrowing; and 
monsoon. 


Т Inflation 


Inflation, as measured by the Whole- 
sale Price Index (WPI), recorded a 13- 
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The unprecedented market borrowing of the 
government has caused the government bond 
yields to rise, which will have a ripple effect on 
the other segments of the financial market. 


year high of 12.83% in July 2008. 
However, much of the rise in inflation 
was imported (mainly because of the 
unusual rise in global commodity 
prices, especially crude oil). As infla- 
tion affects the real interest rates and 
the common man, and has immediate 
political impact, the RBI is most sen- 
sitive to controlling inflation using mon- 
etary policy tools. From June 2008 till 
September 2008, the RBI, in order to 
contain inflation, raised the Cash Re- 
serve Ratio (CRR) to 9% from 7.5%, 
raised Repo Rate (the rate at which the 
RBI lends funds to commercial banks) to 
9% from 7.5%. This, however, dried up 
liquidity, and inflationary pressures fi- 
nally eased up due to the sharp fall in 
demand for oil and other commodities by 


September 2008. 


However, with the deepening of the 
financial crisis, the RBI eased its mon- 
etary policy stand since October 2008 
and reduced CRR by 400 basis points, 
Repo Rate by 425 basis points, and Re- 
verse Repo Rate (the rate at which the 
RBI borrows from commercial banks) 
by 275 basis points. The RBI also en- 
sured ample liquidity in the system to 
push down the yields and revive de- 
mand. This resulted in a fall in the yield 
of 10-year benchmark Gol paper from 
9.596 recorded in July 2008 to 4.8596 by 
January 2009. 

The RBI in its 1* Quarter Monetary 
Policy Review, kept all the policy rates 
unchanged and maintained the eco- 
nomic growth outlook at 6% for the year 
2009-10 with a positive bias. However, 
inflation forecast for March 2010 was 
revised upwards to 5% from 4%, as the 
base effect would subside from October 
2008. The RBI also said that the accom- 
modative policy stance of the central 
bank would be maintained till robust 
growth of the economy is visible. 
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Global scenario 


The global recession has fortunately 
been arrested. In the US, there has been 
a distinct recovery in the housing and 
automobile demand, indicating that 
the revival of financial markets is on 
the cards. All indications are that the 
domestic economic activity would also 
pick up in the second half of the fiscal, 
which could revive credit growth and dry 
up part of the excess liquidity in the sys- 
tem. One has to again watch out for the 
rising oil prices, which may put pres- 
sure on exchange rate, deficit in oil pool 
and fertilizer prices. Any relief on that 
front would increase the subsidy bill, 
which in turn would upset budget calcu- 
lations and add to the deficit. 


Government borrowing 

Alongside the monetary stimulus pro- 
vided by the RBI, the government also 
undertook various other fiscal mea- 
sures to push through the growth and to 
revive the subdued private capital in- 
vestment. The fiscal stimulus resulted 
in loss of revenue and in turn led to a 
much higher fiscal deficit and govern- 
ment-borrowing program. The Finance 
Ministry has revised the fiscal deficit 
target from 2.5% of GDP for FY2008-09 
to 6.0% and pegged it at 6.8% of GDP for 
FY2009-10. Due to the increased expen- 
diture and fall in revenue, the fiscal 
deficit of the government has increased 
substantially. In order to finance the 
higher deficit, the borrowing program 
was increased to Rs 4,51,000 cr for FY 
2009-10. The unprecedented market 
borrowing of the government has caused 
the government bond yields to rise, 
which will have a ripple effect on the 
other segments of the financial market. 


Monsoon 

Though not a regular factor for deter- 
mining interest rates, the monsoon has 
assumed importance due to its erratic 
performance this year. The weak mon- 
soon could impact rural demand and 
hurt corporate earnings, which could 
once again impact the revenue collec- 
tions of government, which of late did 
have some encouraging news due to the 
apparent economic recovery (indicated 
by way of improved ПР data). The politi- 
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cal situation in case of poor monsoon 
could force the government to go for an- 
iother round of fiscal stimulus/waivers 
for farmers, requiring additional out- 
lay. This would once again put pressure 
for additional government borrowing. 
However, the poor monsoon and its 
negative impact on GDP growth would 
also mean that the RBI would not find it 
easy to raise policy rates despite signs 
of some inflationary pressures. 


Current scenario 

With the measures taken by the RBI 
and the government, the economy is 
showing early signs of recovery. The In- 
dex of Industrial Production (IIP) is im- 
proving both on y-o-y basis and m-o-m 
basis. Due to the steep fall in commod- 
ity prices, the WPI is in the negative ter- 
ritory, which, of course, also has a lot to 


i 


rate to go up are much more in number 
and seriousness. Even though the RBI 
is not expected to raise policy rates for 
the next few months and liquidity is 
not expected to dry up in a hurry, me- 
dium/long-term interest rates are ex- 
pected to harden over the next six to 
nine months, before settling in a lower 
stable band. The money market rates 
are expected to be more stable, but 
could face upward pressure if liquidity 
starts drying up. 

The government and the RBI have 
gone on record stating that the borrow- 
ing program would be conducted with- 
out disrupting the market and its ac- 
commodative stance would be main- 
tained until robust signs of growth are 
seen. It would also be expected to en- 
sure adequate liquidity in the coming 
months. This would stabilize the 


not find it easy to raise policy rates despite signs 


The poor monsoon and its negative impact on 
GDP growth would also mean that the RBI would 


of some inflationary pressures. 


do with a favorable base effect, as the 
WPI is showing a rising trend on se- 
quential (w-o-w) basis. 

£ Banks are also under pressure to 
reduce their loan product rates in order 
to induce credit offtake, but because of 
margin pressures, this cannot be done 
beyond a point. As the RBI policy rates 
are not expected to go down any further, 
there is an impression that lending 
rates have also reached their bottom. 


Looking ahead 
Considering the above factors, we can 
draw the following conclusions on Debt/ 
MM rate and product rate. The former 
can be again bifurcated into money 
market rate and medium/long-term 
debt rate. The product rate can be di- 
vided into wholesale loan rates, retail 
loan rates and deposit rates. 

As the Debt/MM rate is the bell- 
' wether-cum-driver of the product rate, 
it needs to be taken up first. It can be 
seen that the factors which cause this 
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yields or at least ensure that the rise is 
gradual and not unchained. 

Notwithstanding the above ex- 
pected hardening of Debt/MM rate, 
which would put upward pressure on 
lending rates, the huge overhang of li- 
quidity would put a cap on such up- 
ward movement, unless liquidity 
dries up due to credit offtake. Accord- 
ingly, the lending rates would remain 
at current levels for at least some 
time till credit growth picks up. Going 
further, one may add that wholesale 
loan rates, which are more sensitive 
and tend to align more with Debt/MM 
rates, may accordingly move in tan- 
dem. The retail rates depend on li- 
quidity and, considering the abundant 
liquidity rates in this segment, are 
expected to be stable at existing lev- 
els. Deposit rates too are expected to 
remain in a stable zone in near-term, 
but with an upward bias.m 
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Healthy Capitalization 


Cushioning the Crisis 


e current global economic crisis 
has had a significant impact en 
the economies and financial sys- 

tems of several countries. Banks across 
the world are facing issues with respect 
to liquidity, capital, and credit. While 
scheculed commercial banks in India 
(Indian banks) are witnessing the con- 
sequences of a full-blown global crisis, 
they seem to have emerged largely un- 
scathed. A large part of the credit for the 
stability of Indian banks goes to the 
Reserve Bank of India (RBI) for main- 
taining the right kind of regulatory envi- 
ronment. The other key reason for the 
steady performance of Indian banks is 
their capitalization. Indian banks have 
witnessed record credit growth in the 
last decade but have not compromised 
or. their capitalization levels. The bank- 
ing system today boasts of a healthy 
Capital Adequacy Ratio (CAR) of more 
than 13%, a large part of which is con- 
stituted by core (Tier I) capital. While 
the heightened asset-side risk will af- 
fect capital ratios, Indian banks will re- 
main adequately capitalized to manage 
growth plans and asset quality-related 
risks. 


Healthy and improved 
capitalization 

India’s banks have maintained 
healthy capitalization levels in the 
past decade. Their CAR has varied be- 
tween 11% and 13% from 1997-98 (ге- 
fers to financial year, April 1 to March 
31) to 2008-09; this is well above the 
minimum requirement of 9% stipu- 
lated by the RBI. This assumes even 
more significance because Indian 
banks registered strong credit growth 
in this period. The total advances of In- 
dian banks increased to Rs 27.7 tn as 
on March 31, 2009 from around Rs 3.2 
tn as on March 31, 1998. In addition, 
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all bank groups have maintained 
healthy capitalization levels as 
Table 1 indicates. 

Further, Tier I capital constitutes 
the larger portion of the overall capital. 
The Tier I CAR of Indian banks has re- 
mained at more than 8% since March 


31, 2008, peaking at 9.3% as on March 
31, 2006. This, again, is well in excess of 
the minimum Tier I CAR of 4.5% man- 
dated by RBI and higher than the re- 
vised minimum of 6% to be imple- , 
mented from March 31, 2010. \ 
The key factors supporting Indian 
banks’ ability to maintain a healthy 
CAR are as follows: 
+ Capital raising in the form of equity 
and hybrid instruments; 
+ Recovery from past Non-Performing 
Assets (NPAs); 
+ Improved earnings profile; and 
¢ Higher profits backed by sale of in- 
vestments 
It is necessary and beneficial for 
banks to raise capital through hybrid 
instruments in order to maintain a 
healthy CAR. 


Hybrid instruments: New ways to 
enhance capital 
To allow banks to raise capital, the RBI 
has provided several options. In Janu- 
ary 2006, the RBI allowed banks to is- 
sue innovative capital instruments for 
inclusion under Tier I capital, and hy- 
brid debt capital instruments for inclu- 
sion under Tier II. Tier Ш capital was 
not considered owing to the short-term 
nature of such capital. In October 2007, 
the RBI allowed Indian banks to also 
issue preference shares as capital. Un- 
der the new guidelines, Perpetual Non- 
Convertible Preference Shares 
(PNCPS) will be treated at par with eq- 
uity. All other types of preference 
shares will, however, be treated as debt. 
Raising capital through hybrid instru- 
ments or preference shares offers banks 
an alternative to issuing equity to en- 
hance their capital base. It allows- 
banks to: 
+ Increase Tier I capital without dilut- 
ing promoters' holding; and 
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¢ Improve leveraging ability. 

CRISIL believes that the need for 
new instruments as part of regulatory 
capital was threefold: 

Strong credit growth: Bank credit in- 
creased rapidly in the past decade: sys- 
tem advances increased by nearly 30% 
between 2002-03 and 2006-07. Credit 
growth (see Chart 1) was backed by a 
strong growth of more than 8% in GDP 
and increased demand for retail lend- 
ing. To fund this credit growth, most 
banks completely utilized their Statu- 
tory Liquidity Ratio (SLR) surpluses; 
as a result, SLR investments in the 
banking system reduced to 28% in 
2007-08 from 38% in 2003-04. The 
rapid growth in advances and the re- 
placement of zero risk-weighted SLR 
investments with higher risk-weighted 
advances added to the pressure on 
banks’ capitalization levels. Banks 
were, therefore, in need of additional 
capital to fund growth. 

Constraint on PSBs due to mini- 
mum shareholding by the Govern- 
ment of India (Со!) at 51%: The Bank- 
ing Regulation Act stipulates that Gol 
maintain a shareholding of at least 
51% in PSBs. This limits PSBs’ abil- 
ity to raise capital by diluting Gol’s 
equity and, therefore, constrains their 
growth. Because of the lack of flexibil- 
ity in raising capital, PSBs face diffi- 
culty in competing with private sector 
banks, despite PSBs having strong 
branch networks. Gol shareholding in 


many PSBs is close to the 51% limit, 


and the banks cannot raise additional 


! Banks need to meet this requirement on or be- 
fore March 31, 2010. 


| Chartered Financial Analyst | 


. 1998 1999 2000 2001 


11.3 


Table I: CAR – Bank Groupwise (in 96) 
2002 2003 


10.7 


equity capital. To avoid this bottle- 
neck, PSBs have relied heavily on Tier 
II capital to achieve asset growth. As 
the Tier II capital base cannot be 
larger than the Tier I capital base, 
PSBs are seeking innovative means to 
raise Tier I capital. 

Possible capital requirements un- 
der Basel II: Indian banks with foreign 
operations and foreign banks operat- 
ing in India became Basel II-compliant 
from March 31, 2008, whereas other 
SCBs became Basel II-compliant from 
March 31, 2009. Under Basel II, all 
banks provide capital for credit-, mar- 
ket- and operation-related risks. Un- 
der the final guidelines, banks are re- 
quired to maintain a minimum Capi- 
tal-to-Risk-weighted-Assets Ratio 
(CRAR) of 9%, and a minimum Tier I 
CRAR of 6%.! 


2004 
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Basel Il — Impact analysis 

The implementation of Basel II has had 
a positive impact on the capital profile 
of the Indian banking system: it has re- 
sulted in an increase in the overall and 
Tier I capital adequacy of banks. The 
increase in capital adequacy of banks 
may be attributed primarily to a Reduc- 
tion in Risk-Weighted Assets (RWA) 
for credit risk. The reduction in RWA 
may, in turn, be attributed to the fact 
that risk weights are calibrated more 
closely to the actual credit risk under 
Basel II, than under Basel I, where a 
uniform risk weight of 100% was at- 
tached to all advances, irrespective of 
the degree of risk on the underlying ex- 
posures (see Chart 2). As a result, the 
RWA for credit risk on the banks' bet- 
ter-rated corporate advances has re- 
duced substantially. CRISIL estimates 


Chart 1: Credit Growth in Scheduled Commercial Banks 
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Sources: RBI and CRISIL Estimates 
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UNAUDITED FINANCIAL RESULTS FOR THE QUARTER ENDED — 
Rs. In crore 


Unaudited Aucited 


Three months ended Year to date 
30-Jun-09 30-Jun-08 31-Mar-09 








. Net sales / Income from operations 
2. Expenditure 












a) Increase (-) / decrease (+) in stock in trade 127.39 
b) Consumption of Stores & spares 213.52 
с) Employees Cost 421.10 
d) Selling Exps incl. Freight out 854.18 
e) Depreciation & DRE 77.02 
f) Other Expenditure 361.41 
TOTAL 1,799.84 
3. Profit from operations before interest & exceptional items (1-2): 5,764.19 
4. Other income i 884.04 
5. Profit before interest & exceptional items (3+4) 1,172.14 6,648.23 
6. Interest - - 
7. Profit after interest but before exceptional items (5-6) 1,172.14 1,488.49 6,648.23 
8. Exceptional Items - - - 
9. Profit before Tax (7+8) 
10. Tax expense 398.39 507.18 2,275.85 
11. Net Profit from ordinary activities after tax (9-10) 773.75 981.31 4 372.38 
12. Extraordinary Items (net of tax expense Rs.-) - - - 
13. Net Profit for the period (11-12): 
14. Paid-up Equity Share Capital: 396.47 
Face value per share Re.1/- 
15. Reserves excluding revaluation reserves 11,240.44 
16. EPS for the Period (Rs.)-Basic and diluted before and after extraordinary items 11.03 
[ (NotAnnudised) ||| Annualised) (Annualised) 
17. Public share holding 
- Number of Shares 6,40,54,620 
- Percentage of shareholding 1.62 
18. Promoters and promoter group shareholding 
a) Pledge / Encumbered 
- Number of Shares 
- Percentage of shares (as a % of the total shareholding - - -- 
of promoter and promoter group) 
- Percentage of shares (as a % of the total share capital of the company) - - - 
b) Non Encumbered 
- Number of Shares 3,900,661,380 | 3,900,661,380 | 3,900,661,380 
- Percentage of shares (as a % of the total shareholding 100.00 100.00 100.00 
of promoter and promoter group) 
- Percentage of shares (as a % of the total share capital of the company) 98.38 98.38 98.38 
SEGMENT WISE REVENUE, RESULTS AND CAPITAL EMPLOYED 
UNDER CLAUSE 41 OF THE LISTING AGREEMENT (ite and) 


Unaudited Audited 






Three months ended Year ended 
30-Jun-09 30-Jun-08 31-Mar-09 


1,275.63 1,672.25 
2.42 0.90 


1,278.05 1,673.15 





1. Segment Revenue (net sale / income from each segment) 











a) Iron Ore 7,559.11 
b) Other Minerals & Services 4.92 
Total 7,564.03 


Less : Inter segment revenue 
Net sales / income from operations 













2. Segment Results (profit (+)/loss (-) before tax and interest from each segment) 
a) Iron Ore 964.00 1,324.72 5.941.27 
b) Other Minerals & Services 12.72 -2.62 -22.13 
Total 5,919.14 





i) Less : interest 
ii) Add : Other unallocable income net off unallocable expenditure 
Total Profit before Tax 

. Capital Employed (Segment assets-Segment Liabilities) 





976.72 1,322.10 
195.42 166.39 


729.09 


со 













а) Iron Ore 1,620.23 1,766.58 
b) Other Minerals & Services 18.54 58.52 
c) Other offices 10,452.22 8,444. 57 9,527.80 






Total 


1. Sales revenue of iron ore has been recognised as per the revised sale prices with effect from 01-04-2009 
2. After complying with the conditions imposed by the Hon'ble Supreme Court, the Panna Diamond Project has commenced its operations from 19th Jun 2009. 
Consequently the provision for impairment of assets amounting to Rs. 15.37 crore has been reversed and credited to Depreciation in the current quarter. 
3. Ithas been decided to lease / sell the plant and machinery of Silica Sand Project, Lalapur and action has been initiated accordingly. There is no change in the status of 
UPFO plant, which is under 'care' & maintenance’. 
4. The Company has received 'NIL' complaints from investors and therefore, complaints lying unresolved at the quarter ended 30-Jun-2009 be treated as "NIL" 
5. The above results have been reviewed by the Audit Committee at its meeting held on 29-July-2009 and approved 
by the Board of Directors at its meeting held on 29-July-2009. For and on behalf of NMDC Ltd. 
5%, Sd/- 
Place : Bangalore d г LJ к SS (Rana Som) 
A > us Director 
“а” ian. < 
/ Y 


Date : 29-July-2009 | Website: www.nmdc.co. 
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Chart 2: Risk Weights Under Base! | and Basel II 
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that as on March 31, 2009, corporate 
advances accounted for around 59% of 
the banking system’s total outstanding 
advances. 

However, for retail advances, espe- 
cially mortgage advances, the banking 
system’s RWA has increased. This is 
owing to the aggressive underwriting 
standards adopted by banks, whereby 
the Loan To Value (LTV) on a substan- 
tia. portion of their mortgage portfolio 
is more than 75%; CRISIL estimates 
that more than 65% of the mortgage 
advances are of this type. Under Basel 
II, the RWA on these advances is 100%, 


A-Rated Advances 





BBB-Rated 
Advances 


BB-Rated or Lower 
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as against 75% under Basel I. However, 
the proportion of mortgage advances in 
the total advances of the banking sys- 
tem is smaller than that of corporate 
advances, which is estimated to be at 
around 10% as on March 31, 2009. 
Hence, the impact of increased RWA on 
overall capital adequacy is muted. 
However, for banks (primarily, private 
banks) that have larger proportions of 
mortgage advances, its impact is mag- 
nified to that extent. 

CRISIL estimated that the reduc- 
tion in RWA for credit risk, under 
Basel II, was around Rs 4.25 tn owing 


Chart 3: Trends in Asset Quality of Indian Banks 
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to the aforementioned reasons. This 
accounts for around 13% of the total 
RWA as per Basel I. The impact of op- 
erations risk on capital adequacy has 
been negative; it has resulted in an in- 
crease in RWA by Rs 2 tn—around 7% 
of the total RWA. As a result, the over- 
all RWA reduced by Rs 2.25 tn. Thus, 
the cumulative impact of implementa- 
tion of Basel II has resulted in a capital 
release of Rs 0.31 tn and a rise of 94 
bps in the capital adequacy of banks 
rated by CRISIL. 

Within banking groups, the capital 
adequacy of PSBs has increased by 117 
bps, while that of private banks has ied 
duced marginally by 4 bps. This dis- 
crepancy may be attributed to the fact 
that the reduction in RWA for credit 
risk for private banks has been lesser 
than that for PSBs; the RWA for private 
banks reduced by 7%, while it reduced 
by 15% for PSBs. 


Healthy capitalization despite 
current crisis 
NPA levels in the Indian banking sys- 
tem are currently the lowest ever in the 
country's banking history (see Chart 3). 
However, the banking system's asset 
quality is expected to deteriorate over 
the medium term, because of the cur- 
rent slowdown in the economy, and the 
seasoning of the loan portfolio after a 
period of rapid credit growth. The. 
Gross NPA (GNPA) ratio is expected to 
increase to around 5% by end-March 
2011, from 2.3% as on March 31, 2008, 
while absolute NPAs are expected to 
rise to Rs 1.9 tn over the same period. 
The increase in NPAs will be driven 
by incremental delinquencies in the 
corporate loan book, which accounts for 
about 5696 of Indian banks' advances. 
The GNPA ratio in this segment is ex- 
pected to more than double, to around 
4.1%, by March 31, 2011, from 1.6% as 
on March 31, 2008. The expectation of 
deterioration in asset quality in this 
portfolio is supported by weakening 
corporate business risk profiles as a 
result of demand slowdown and pres- 
sure on operating margins; small and | 
medium enterprises are expected to be 
severely affected. Loans to Small- 
Scale Industries (SSIs), which consti- 
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tute around 10% of the total advances, 
are also expected to be highly vulner- 
table to delinquency over the next three 
years; the working capital cycles of 
SSIs are stretched by rising debtor and 
inventory levels, while demand has 
plummeted. In the retail loan book, a 
combination of dilution in underwrit- 
ing standards in the recent past, and 
seasoning of the portfolio after a period 
of rapid growth, will drive delinquen- 
cies higher. The GNPA ratio in the re- 
tail portfolio, which constitutes about 
23% of the total advances, is expected 
to increase to 4.7% by March 31, 2011, 
} from 3.2% as on March 31, 2008. 
Despite the increase in delinquen- 
cies, the deterioration in banks’ asset 
quality will remain manageable, as it 
follows a historical low in NPA ratios, 
registered in March 2008; CRISIL be- 
lieves that despite the deterioration in 
the asset quality of banks, the GNPA 
ratio as on March 31, 2011, will be 
lower than that recorded on March 31, 
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2005, for example. Further, banks’ 
/ healthy and improved capitalization 
cushions the impact of higher NPAs. 
The increase in banks’ net worth, along 
with a reduction in NPA levels, led to a 
significant improvement in capital cov- 
erage, with the ratio of net worth to net 
NPAs improving to 12.8 times as on 
March 31, 2008, from 2.2 times as on 
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Banks’ healthy and improved capitalization 
cushions the impact of higher NPAs. 






Year 


2004-05 3,336 


Table 2: Public Issues (Equity) Re C) 
Public Sector Banks Private Sector Banks Total 


BANKING SPECIAL 






4,108 


7,444 





2006-07 — 782 


284 106 





2008-09 > 





March 31, 1998. Despite the expected 
increase in NPAs, the ratio of net worth 
to net NPAs is expected to be adequate 
at 5 times as on March 31, 2011, as- 
suming a provisioning cover of 55%. 


Ability to capitalize in the medium 
term 

CRISIL believes that Indian banks will 
continue to maintain adequate capital 
over the medium term. Indian banks 
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have successfully demonstrated their 
ability to raise equity capital. Between 
2002-03 and 2008-09, Indian banks 
have raised equity capital of more than 
Rs 500 bn by way of public issues (refer 
Table 2). In addition, currently, there is 
sufficient scope to raise both hybrid and 
Tier II debt. The ability of PSBs to raise 





capital while preserving Gol’s mini- 
mum shareholding remains a key con- 
cern. However, CRISIL believes that re- 
cent measures announced and imple- 
mented by Gol represent a stronger, 
clearer, and more specific articulation 
of Gol’s intent to support the PSBs than 
in the past. In the Union Budget 2009, 
Gol stated its intent to retain majority 
ownership (a holding of more than 51%) 
in all PSBs. Gol had earlier evaluated 
the option to reduce its minimum 
shareholding in PSBs to 33% while re- 
taining management control and main- 
taining the public sector character of 
the banks. The current articulation re- 
moves the uncertainty relating to the 
future ownership of PSBs. Further, the 
government has reiterated that it will 
maintain the capitalization of PSBs at 
around 12% (overall capital adequacy 
ratio), so that the banks can grow and 
remain competitive. In 2008-09, Gol in- 
fused capital of Rs 16.5 bn into three 
PSBs, and plans to infuse an additional 
capital of Rs 21.5 bn by end September 
2009.» 
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Globalization of Indian Banks 


Emerging Issues 


ost of the developed countries 

today are reeling under the 

most profound implication of 
the economic globalization—transmis- 
sion of shocks and tremors felt in one 
country soon impact others in the link. 
While financial institutions in the US 
are at the heart of the recent financial 
crisis, European banks face similar 
problems, which shows how deeply inter- 
connected national financial systems 
have become. The macroeconomic conse- 
quences of subprime mortgage invest- 
ments, leveraged loans, failed financial 
hedges and a surge in conventional credit 
losses have impacted the European and 
American economies alike. 

In general, as economies become 
more connected to ether economies, 
they have increased opportunities as 
уе! as increased competition. An in- 
tegral part of this economic globaliza- 
tion has been development and deep- 
ening of a global economic system, 
with the globalized banks playing a 
critical role. Globalized banking is 
constantly evolving, moving away 
from a system with primarily cross- 
border flows to a system with both 
cross-border transactions and more 
internationally diversified ownership 
of banks. The global banks interact 
with host economies at multiple lev- 
els, transacting in new and sophisti- 
cated financial instruments/products 
locally and internationally. 

Globalization is described as “an 
ongoing process by which regional 
economies, societies and cultures 
have become integrated through a 
globe-spanning network of exchange.” 
The term is most often used to refer to 
economic globalization, “the integra- 
tion of national economies into the in- 
ternational economy through trade, 
foreign direct investment, capital 
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flows, migration, and the spread of 
technology.” In addition to economic 
factors, globalization has also a 
cause-and-effect relationship with 


technological, socio-cultural, political 
and biological factors. However, in 
this article, we will look at economic 
globalization. 

Since the 1990s, the world became 
‘flatter’, as the ties and interdepen- 
dencies between nations grew closer. 
In the past, the movement of trade 
and financial flows had traditionally 
been from the developed nations to 
the developing countries. However, a 
tectonic shift was witnessed with the 
globalization phenomenon—it 
brought a tilt in favor of the develop- 
ing countries. Interestingly, the cur- 
rent worldwide slowdown has im- 
pacted the developed economies more 
than the emerging economies; the 
emerging economies are defying the 
odds and are projected to grow much 
faster than the developed economies. 
The IMF has projected that in the year 
2009-10, the Chinese economy would 
grow by 6.5% and India by 4.5%, as | 
against the projected negative growth 
of 3.8% for the developed economies. 

Also, economic globalization has 
been associated with domination by 
supranational conglomerates as well 
as financial institutions, guided purely 
by profits and operating independently 
of national governments. This too has 
changed in the current economic sce- 
nario. Governments have stepped in 
with their substantial fiscal and mon- 
etary measures and stimulus pack- 
ages to bail out crisis-ridden 
corporates and economies. The call for 
new governance and leadership styles 
will probably see the national govern- 
ments play an increasingly important 
role in the ‘laissez faire’ economies. 

It is with this changing perspective. . 
of ‘globalization’ that we will look at the 
globalization of Indian banks and the 
concomitant issues. 
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Globalization of Indian banks: A 
Status check 
{Їп general, the implications of global- 
ized banking for the host countries in- 
clude sophisticated financial products 
offered to customers through new-age 
convergent technology-based services. 
In the last two decades, Indian banking 
too has undergone a restructuring as a 
fallout of globalized banking. The har- 
binger of this change has been the IT 
revolution—new technologies have en- 
abled flexibility, efficiency and speed in 
banking operations and changed the 
role and structure of banking in India. 
Banking customers in India, both corpo- 
rate and individual, are being serviced 
through multiple channels and have ac- 
cess to sophisticated financial products 
being delivered by some of the world- 
class banks, both Indian and multina- 
tional. Banks are striving to be one-stop 
financial supermarkets, offering appro- 
priate products for both class and mass 
customers. 

The Indian financial system has ma- 
tured and deepened on the equity side. 
Government debt markets have devel- 
oped, enabling greater operational inde- 
pendence in monetary policy making. 
The growth of government debt markets 
has also provided a benchmark for pri- 
vate debt markets to develop, which cur- 


rently do not have depth. Certificates of 


/ deposit, commercial papers, and Non- 
Convertible Debentures (NCDs) that 
can be traded in the secondary market 
are gaining popularity. 


Risk management practices of 


Indian banks are aligned with global 
practices, and financial institutions 
have instituted risk management mod- 
els based on their product profiles, busi- 
ness philosophy and customer set. In- 
formation on small borrowers has im- 
proved and information sharing 
through operationalization of credit in- 
formation bureaus has helped in reduc- 
ing information asymmetry. 
Performance indicators like capital 
adequacy and NPAs of Indian banks 
are also encouraging. Capital ad- 
, equacy ofthe banking sector recorded a 
marked improvement and stood at 
12.3% at end-March 2006 and further 
increased to 13.0896 as on March 31, 
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2008. Non-Performing Loans (NPLs) 
to total loans of commercial banks, 
which was at a high of 15.796 at end- 
March 1997, declined to 3.3% at end- 
March 2006. Net NPLs also witnessed 
a significant decline and stood at 1.2% 
of net advances at end-March 2006 
and at 2.396 as at end-March 2008, 
driven by the improvements in loan 
loss provisioning, which comprises 
over half of the total provisions and 
contingencies. The net NPAs of these 
banks during the same period declined 
from 8.1% to 1.08%. The reform mea- 
sures have also resulted in an improve- 
ment in the ‘profitability’ of banks. The 
Return on Assets (RoA) of Scheduled 
Commercial Banks (SCBs) increased 
from 0.4% in the year 1991-92 to 0.99% 
in 2007-08. Operating expenses of 
banks in India are also much more 
aligned to those prevailing interna- 
tionally, hovering around 2.1% during 
2004-05 and 2005-06, comparable to 
those of leading developed countries, 
which were range-bound between 1.4- 
3.3% in 2005. 
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Bank profitability levels in India 
have also trended upwards, and gross 
profits stood at 2.0% during 2005-06 
(2.2% during 2004-05), with net profits 
trending at around 1% of assets. Avail- 
able information suggests that for de- 
veloped countries, at end-2005, gross 
profit ratios were of the order of 2.1% 
for the US and 0.6% for France. The 
extent of penetration of the banking 
system in our country, as measured by 
the proportion of bank assets to GDP, 
increased from 50% in the second half 
of the 1990s to over 80% a decade later, 
to a little over 93% in 2008-09, while 
the credit to GDP ratio increased from 
19.3% to 52.2%, deposits to GDP ratio 
increased from 29.8% to 72.0%, and 
M3 to GDP ratio increased from 39.0% 
to 89.5%. 


Indian banking too has undergone a restructuring 
as a fallout of globalized banking. The harbinger 
of this change has been the IT revolution. 
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The global financial crisis and its 
impact on India 
The global financial crisis of 2008-09 
began in July 2007, when a loss of con- 
fidence by investors in the value of 
securitized mortgages in the US re- 
sulted in a liquidity crisis that 
prompted a substantial injection of 
capital into financial markets by the 
US Federal Reserve, Bank of England 
and the European Central Bank. The 
causes of this financial crisis include 
some or all of the four following ele- 
ments: macroeconomic policies, lack of 
adequate financial sector supervision 
and regulation, financial engineering, 
and the global activities of large pri- 
vate financial institutions. The global 
effects of the crisis include failure of 
key businesses, declines in consumer 
wealth estimated to be in trillions of 
US dollars, substantial financial com- 
mitments incurred by governments, 
and a significant decline in the eco- 
nomic activity worldwide. 

Hit hard by the global financial cri- 
sis, the way forward for the worldwide 
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banking industry has now been sharply 
drawn into focus. Bankers and govern- 
ment officials are grappling with impor- 
tant issues such as the best corporate 
governance models, reinstating moral- 
ity in the market, and redefining finan- 
cial risk. The crisis has changed the face 
of the Wall Street, with lots of invest- 
ment banks changing their business 
models. What will the future hold for 
these financial institutions is a subject 
being widely debated internationally. 
Even the emerging economies have not 
escaped unscathed from this crisis, 
though their damage has been limited. 

The effect of the global financial cri- 
sis on the Indian banking and financial 
system has been limited. The crisis im- 
pacted the country broadly on three 
fronts: first, the reduction in foreign 
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equity flows, especially ЕП outflows, 
impacted the capital and forex markets 
and the availability of funds from these 
markets to domestic businesses; sec- 
ond, the shrinking of credit markets 
overseas led to the tightening of access 
to overseas lines of credit, including 
trace credit for banks and corporates, 
and both these factors led to pressure 
on credit and liquidity in the domestic 
markets with the knock on effects; and 
third, the fall in global trade and output 
had an impact on consumption and in- 
vestment demand. The cumulative im- 
pact of all this was a slowing down of 
output and employment. Despite the 
slowdown, India is still the second fast- 
est growing economy in the world. The 
strength is also reflected in the in- 
creased FDI over the last year’s num- 
bers. 

While India has not been as se- 
verely impacted as some of the devel- 
oped countries, it definitely does not 
imply that India has a model financial 
system. What it does indicate is that 
some policies and paradigms of Indian 


Globalization of Indian banks: 
Emerging issues 

While the global financial crisis has be- 
set the world with adversities and chal- 
lenges, the black cloud does offer a sil- 
ver lining to emerging countries like In- 
dia and China to emerge as strong con- 
tenders in the pecking order of world 
economic powers. But for this, India has 
lots of work to do. 

The size and scale of the financial 
entities in India need to be strength- 
ened and enhanced to serve both domes- 
tic and international frontiers. Consoli- 
dation of Indian banks and financial 
players will have a crucial role to play, 
to enable them to meet head-on the 
might of the large global players. While 
the Indian banking and financial sector 
infrastructure has matured and com- 
pares well with international norms of 
performance, it still remains frag- 
mented with small multiple players, 
and also has low penetration, especially 
in rural India (only 60% of Indian adult 
population has bank accounts). The fi- 
nancial services sector continues to be 


Consolidation of Indian banks and financial 
players will have a crucial role to play, to enable 
them to meet head-on the might of the large 


global players. 


financial system stood it in good stead 
(advertently or inadvertently). Some of 
the reasons for India’s insulation, as 
highlighted by YV Reddy, the former 
Governor of the RBI, are: (1) The na- 
scent stage of development of the 
credit derivatives market; (2) Regula- 
tory guidelines on securitization do not 
permit immediate profit recognition; 
(3) Perseverance of prudential policies 
which prevent institutions from exces- 
sive risk taking and financial markets 
from becoming extremely volatile and 
turbulent; and (4) Close coordination 
between supervision of banks and 
their regulation. We need to take a 
closer look and examine what effec- 
tively shielded the system and need to 
strengthen it, while not glorifying our 
inadequacies. 
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fragmented with 80 large SCBs and a 
plethora of NBFCs which play a vital 
role in the extension of corporate and ге- 
tail credit. The case for censolidation 
will be furthered by the regulatory re- 
quirements of Basel II, risk capital, bet- 
ter geographical coverage and financial 
inclusion, and competition from foreign 
banks. 

Also, the financial markets need to 
be further deepened. While the Indian 
stock market has grown and consoli- 
dated in size and depth, the growth of 
Indian debt market needs to be fast 
tracked. Long-term funding is the life- 
line for a growing and vibrant economy. 
In India, this market can be primarily 
classified into government securities 
and corporate bond market. The G-Secs 
include all tradable paper issued by the 


Government of India, while the corpo- 
rate bonds include debt instruments 15- 
sued by public and private sector com-, 
panies and the financial institutions’ 
and banks. Increasing borrowing re- 
quirements of the government have led 
to a deepening of this segment, as also 
their preference as safety investments. 
Currently, this segment dominates the 
term market with a share of over 85%, 
but it is likely to decline in the future, 
given the fiscal prudence that is ex- 
pected of the government. 

The corporate bond market needs to 
deepen as a way forward in terms of the 
number of participants, market regula- 
tions and infrastructure and the issu- 
ance processes. On the demand side, 
long-term users of funds like infrastruc- 
ture and manufacturing would benefit 
from this; supply could come from retail 
and institutional investors like banks 
pension funds and insurance compa 
nies. Well-developed debt market: 
would reduce the reliance of India or 
short-term foreign currency borrowinf 
as well as on the equity market. 

While the Indian financial secto: 
grows, it has to be equally mindful o 
risk management. Growing complexi 
ties and a variety of instruments п 
banking have come with emerging risk: 
Banks need to plan and provide for о! 
ganizational controls for minimizin 
the risk arising out of daily operation 
as well as those arising from growt 
and advancements. A risk focused а} 
proach needs to be adopted by banks fc 
capital allocation and loan manage 
ment, assisted by internal informatio 
systems as well as information sharir 
through credit bureaus. Growth plar 
will always come with their own risk; 
is important to understand and asse: 
these risks in advance, calibrate the 
and evolve risk mitigants in a time 
way. Last but not the least, the bankir 
industry in India must equip itself to | 
able to assess and meet the cred 
needs of the emerging segments of t] 
economy. In the retail segment, this i 
cludes the rural population and t] 
poor, and in the corporate sector, t 
MSMEs. 

Despite the faster rate of growth 
manufacturing and service sectors, t 
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bulk of the population still depends оп 
agriculture and allied aetivities for its 
livelihood. In this background, one can- 
not overemphasize the need for expand- 
ing credit to agricultural and allied ac- 
tivities. While banks have achieved a 
higher growth in the provision of credit 
to agriculture and allied activities in 
the last few years, this momentum has 
to be carried further. 

Lessons from the developed world 
show that the focus should be on the 
small enterprises, whieh comprise over 
90% of entities in most countries and 
are mostly family run enterprises. They 
are also an intrinsic part of the value 
chain of big OEMs. For the pie of pros- 
perity to grow, these have to be an in- 
trinsic part and fuel the growth of the 
economy, as also those still untouched 
by the financial and banking system. 

Financial inclusion needs to focus 
on the rural and urban poor who are so 
far excluded from banking. The need of 
the hour is leveraging technology in In- 
dian banking for providing affordable 
and cost-effective banking services to 
the masses through multi-delivery 
channels. Technology and smart cards, 
supported by the PoS (Point of Sales 
machines), are important drivers for 
the success of this model. Mobile bank- 


ing could play a highly constructive role. 
Microfinance, which has feund favor 
with large leading banks and PE firms 
and other microfinance institutions, 
needs to be rolled out on a large scale, 
albeit with prudent risk assessment 
and management. 

Increasing attention must be paid to 
the financing needs of the SMEs; this also 
forms the theme of the international mul- 
tilateral funding agencies. The focus 
needs to be on the micro segment of the 
SMEs who have smaller requirements of 
capital and investments, and the financ- 
ing options for the segment can be made 
profitable through parametrized credit 
models and technology. 


The right lessons 

A dangerous lesson to draw from the 
global financial crisis would be to give 
up on globalization. The lesson most 
definitely is: Don't turn baek on global- 
ization, and thankfully that is what is 
being advocated by the global political 
leaders. 

It is critical at this juncture, in- 
stead, to learn the right lessons from 
the global financial crisis of 2007-09. 
This would be an imperative as well as 
a challenge not only for the leaders of 
the advanced economies but also of the 


larger emerging economies, whose poli 
cies individually and collectively wil 
determine the evolution of the globa 
economy and financial system over th: 
next several decades. 

Instead of looking at rolling bacl 
globalization, a new world order need: 
to be created where economies continu: 
to trade, learn the best practices, anı 
thus ensure the sustenance of the inter 
national financial systems. The need c 
the hour is to do so with new measure 
for risk assessment and regulatory st 
pervision, supported by enhanced role 
of the international financial institu 
tions, such as the IMF, the World Вап} 
Regional Development Banks, and th 
Financial Stability Board. 

A new and healthier financial sy: 
tem is the order of the day. The India 
banking and financial system is matu) 
enough to evaluate the existing glob: 
financial systems to glean the positiv 
and amalgamate them with local pr 
dent policies and systems to develop 
‘Glocal’ system for itself. Perhaps, 01 
day, not so far in the future, the Indi: 
banking system could emerge as a бі 
nificant guide to the development of 
world system.# 
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Consolidation of Banks 


Challenges Ahead 


e three major factors influenc- 
ing the ‘Financial Sector’ in the 
last decade are: Globalization, 

IT and Telecommunications, and Con- 
vergence. Globalization facilitated 
the flow of funds across different mar- 
kets. In the financial sense, globaliza- 
tion implied the capability of invest- 
ing in a jurisdiction, getting the ben- 
efits of such investments in the form 
of interest/dividends/capital appre- 
ciation and exiting from the invest- 
ment any time. In other words, unre- 
stricted entry and exit for funds were 
suggested. 

IT and telecommunications facili- 
tated faster transfer of funds between 
locations, and between customers and 
institutions. It also facilitated record 
keeping and paperless transactions. 
The third factor created what are 
called ‘universal banks’, which pro- 
vided a one stop shop for different fi- 
nancial products like fixed deposits, 
mutual fund schemes, pensions, in- 
surance, etc. 

Post-meltdown, in the global fi- 
nancial system, questions are being 
asked about the usefulness of conver- 
gence, since many entities lost heavily 
in activities which were not germane 
to their original task, like AIG in de- 
rivative products, when its main area 
of activity is insurance. 

But still there is a clamor in terms 
of size, particularly in banking insti- 
tutions, since it is felt that a bigger 
balance sheet facilitates in conduct- 
ing activities in different sectors and 
jurisdictions. Also, muscle power is 
larger with a larger balance sheet, 
since it helps in taking faster deci- 
sions on large sized exposures. Even 
the largest Indian banks are consid- 
ered to be relatively small in relation 
to banks in Europe or the US. 
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Current scenario 

We have given in the Table the broad 

contours of our banking system. This 

tells us the phenomenal growth in the 

sector post the nationalization in 1969. 
The number of scheduled commer- 

cial banks has grown to 171 from 73, 


and branch expansion is significant. In 
2008, 31,076 branches out of the 76,050 
branches/offices were in rural areas. 
Also, we find that the deposits as per- 
centage of national income have seen a 
quantum jump to nearly 85% from 16% 
in 1969. During 2008-09, the bank de- 
posits constituted 50% of the gross fi- 
nancial savings of the household sector, 
compared to 12% in shares and deben- 
tures, which included an 8% in MFs. 
That the health of the sector has been 
maintained and rather improved in the 
last couple of years is a testimony to our 
prudential regulatory system. 

The average capital adequacy ratio 
for the scheduled commercial banks 
(SCBs), which was around 10.4% in 
1997, had increased to 13.08% as on 
March 31, 2008. In regard to the asset 
quality also, the gross NPAs of the 
SCBs, which were as high as 15.7% at 
end-March 1997, declined significantly 
to 2.3% as at end-March 2008. The net 
NPAs of these banks during the same 
period declined from 8.1% to 1.08%. The 
reform measures have also resulted in 
an improvement in the profitability of 
banks. The Return on Assets (RoA) of 
SCBs increased from 0.4% in the year 
1991-92 to 0.99% in 2007-08. The 
Indian banks are well-placed in this re- 
gard too vis-a-vis the broad range of 
RoA for the international banks. The 
derivatives portfolio has also under- 
gone change with single currency Inter- 
est Rate Swaps (IRS) comprising 57% 
of total portfolio at end-March 2008 
from less than 15% at end-March 2002. 
With regard to the assessment of the 
banking system in India, we appear to 
be in a comfortable position, as con- 
firmed by the Committee on Financial 
Sector Assessment (СЕЗА): 

(1) Commercial banks have shown a 

healthy growth rate and an im- 
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provement in performance, as is 
evident from capital adequacy, as- 
set quality, earnings and efficiency 
indicators. In spite of some rever- 
sals during the financial year 
2008-09, the key financial indica- 
tors of the banking system do not 
throw up any major concern or vul- 
nerability and the system remains 
resilient. 

(ii) The single-factor stress tests car- 
ried for the commercial banking 
sector, covering credit risk, mar- 
ket/interest rate risk and liquidity 
risk have revealed that the bank- 
ing system can withstand signifi- 
cant shocks arising from large po- 
tential changes in credit quality 
and liquidity conditions. Some of 
the reasons for India's insulation, 
as highlighted by YV Reddy, the 
former Governor of the Reserve 
Bank of India (RBD, are: (1) The 
nascent stage of the development 
of the credit derivatives market; 
(2) Regulatory guidelines on 
securitization do not permit im- 
mediate profit recognition; (3) Per- 
severance with prudential policies 
which prevent institutions from 
excessive risk-taking and finan- 
cial markets from becoming ex- 
tremely volatile and turbulent; 
and (4) Close coordination be- 
tween supervision of banks and 
their regulation." 


Consolidation 

But still there is a long way to go. In 
2008, the share of banking and insur- 
ance sector as percentage of our GDP was 
only 7%, while as the share of service sec- 
tor was 63% of the GDP. In comparison 
with some of the global financial enti- 
ties, our banks are still not big since pre- 
dominantly our institutions function 
within the country. As the economy 
grows and we come out as one of the ma- 


! The inaugural address delivered by KC 
Chakrabarty, Deputy Governor, RBI, at the 62™ 
International Banking Summer School (IBSS? 
jointly organized by the Indian Institute of 
Banking & Finance and Indian Banks’ Associa- 
tion on August 31, 2009 in New Delhi. |Source: 
Banking and Finance in India: Developments, 
Issues and Prospeets—KC Chakrabarty—Sep- 
tember 10, 2009] 
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jor emerging powers, we need to have 
larger institutions having a global reach. 

One of the major areas of discussion 
in this regard is merging some of the 
banks, particularly those which are cat- 
egorized as Public Sector Banks 
(PSBs), which constitute more than 
70% of the overall banking sector on 
major parameters like deposits/ad- 
vances, etc. Here we include SBI as part 
of the PSB system. 

Hence, it is felt that within the PSB 
system, there is a need for merging 
some of the smaller banks with larger 
ones. Also, the subsidiaries of SBI need 
to be integrated with the main bank. 
The third aspect is that of merging 
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some of the old private sector banks 
with new private sector banks. The at- 
tempts on all these fronts have seen 
lots of resistance from the unions and 
also some sections of experts. 


Challenges 

We feel that the following factors 

should be kept in mind before embark- 

ing on such exercises. 

+ Ability of the weaker banks to be 
turned around by healthier banks. 
Some of the PSBs are not perform- 
ing well and have larger NPAs and 
other growth-related problems. By 
merging them with well-perform- 
ing banks, we might end up with a 
situation of making the combined 
unit a sick one. The non-performing 
banks need to be looked at sepa- 
rately. For instance, it took long 
time for Times Bank to be ab- 
sorbed by HDFC Bank and the 
same is the case with Thanjavur 
Bank by Canara Bank. 

+ There is a sector specialization due 
to historical reasons by many 
banks. Some have developed exper- 
tise in foreign trade, some are in re- 
tail lending, and some others in 


As the economy grows and we come out as one of 
the major emerging powers, we need to have 
larger institutions having a global reach. 






capital market. It is important that 
a fit is required before considering 
merger since the expertise is not 
easily tradable or transferable. 


+ Many of the PSBs are geographi- 


cally concentrated in spite of branch 
expansion, etc. Some are spread in 
the south and some in the west or 
north. Again, one should be careful 
in creating synergies across regional 
centers instead of duplicating ef- 
forts. For instance, a bank like 
Vijaya Bank is predominantly in 
the south, while as a bank like OBC 
is mainly in the northern parts. 


which are unique to each of the 
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banks due to historical reasons and 
traditions. It took a long time for the 
global giant ING to integrate Vysya 
Bank from the cultural point of view 
rather than financial performance, 
etc. 





« There are demographic structures 


in many banks which provide larger 
age gaps. Again due to historical 
and other such reasons, some banks 
have very less number of executives 
in the age group of 45-55, thereby 
creating human resource issues par- 
ticularly among officer cadres. This 
could be due to no recruitment for a 
long number of years in the 1980s, 
etc. Hence, there is a need for demo- 
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8,262 76,050 
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graphic fit, particularly for officer 
cadre, since otherwise one bank may 
get extra advantage. 

¢ Similarly, not all banks are techno- 
logically advanced and possess ad- 
ecuately trained manpower in tech- 
nology. If a technologically very ad- 
vanced bank tries to integrate with 
one which is technologically chal- 
lenged, then the results can be dis- 
mal. 


Non-bank sector 

In looking at the consolidation of the 
banking sector, we need to also focus on 
the non-banking financial sector like 
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NBFCs and Unincorporated Bodies 
(UIBs) and think in terms of integrat- 
ing them in our financial system along 
with banks. In India, money lenders, 
chits and other type of financial insti- 
tutions play a very large role in the 
credit markets for the unorganized sec- 
tors in trade, restaurants, transport, 
construction, and service activities. It 
is to be noted that the market knowl- 
edge and information regarding these 
activities like retail trade are not fully 
available with commercial banker on 
an updated basis. By and large, the 
public sector banks have been geared 
to ‘Asset Based Lending’ rather than 





It is necessary for us to recast the financial 
architecture of the Indian financial system if it 
has to ensure the growth of the economy. 


lending based on the forecast cash 
flows. This is all the more true of such 
activities like trade, transport, hotels 
and restaurants, construction, etc. 
where there are significant fluctua- 
tions in the cash flows on a daily basis. 
In other words, risk assessment capa- 
bilities are not adequate in the context 
of these activities. Also, funds need to 
be available to these players without 
much paperwork and based on per- 
sonal assessment. Hence, the Non- 
Bank Finance Sector (NBFS)—con- 
sisting of companies in chits and simi- 
lar activities and UIBs—mostly fi- 
nances these activities. Hence, there is 
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a need to integrate domestic financial 
markets through a system of making 
UIBs in the credit market as channel 
partners to large banks. 





Integrating the financial markets 

When we talk of consolidation of our 
banking sector, we also should focus on 
integrating our credit (bank and non- 
bank) markets. We should recognize the 
important role of NBFS (both corporate 
and unincorporated) in the credit mar- 
kets of our economy. Globalizing our fi- 
nancial sector without domestic inte- 
gration of the financial markets may 
lead to a situation of cherry picking by 


the global players and/or to linkages 
created only at the ‘creamy layer’ level 
without adequate strengthening of thel 
base of the system. The paradigm of 
taking the UIBs (moneylenders) as 
channel partners by the commercial 
banks in a large scale would facilitate 
the players in these fastest growing ac- 
tivities to compete effectively with glo- 
bal players in the emerging scenario. 

Any consolidation should evaluate 
the following: 

+ Reduction in interest cost, and 
hence benefits the ultimate con- 
sumer; 

+ Enhancing the credit delivery: 
mechanisms; 

¢ Introduction of rating processes at 
retail level; 

+ Creating a level playing field when 
global players enter our markets; 
and 

+ Reversing the inverse relationship 
between the size of borrowing and 
the cost of borrowing. 

It is necessary for us to recast the 
financial architecture of the Indian fi- 
nancial system if it has to ensure the 
growth of the economy along with ad- 
equate availability of credit to the fast- 
est growing sectors of the economy. Such 
an architecture should facilitate con- 
solidation, taking into account the cost/ 
benefit of doing the same. Size or top 
line does matter, but that alone cannot 
be the criteria in a competitive world in 
providing services to the customers and 
safeguarding the bottom пе. 





Reference # 01M-2009-10-10-01 





PE жуы PO pr --- 
RP жы”, ты ы saa p Mot LE gno “м 
arx ғи ее 


ж = — „ФФ 


72 | October 2009 | 





Big Dreams Begin Here! 


Exciting Features: 


www.repcohome.com 


Repco 


* Highest Flexibility in Repayment * Easy Prepayment/Pre-closure 
* Interest at Monthly rest * 240 months repayment *Tax Savings 


Contact your nearest Repco Home branch for further assistance: 


TAMILNADU: Adyar 044 24451202; Anna Nagar 044 26285959; Ashok Nagar 044 23718730; Tambaram 044 22261610; 
Coimbatore 0422 2215917; Coonocr 0423 2231457; Erode 0424 2262524; Hosur 04344 220303; Karur 04324 239931; 
Kumbakonam 0435 2402856; Madurai 0452 2527209; Mettupalayam 04254 221357; Namakkal 04286 232459; 

Pattukottai 04373 253715; Pudukkotta: 04322 221635; Salem 0427 2266456; Thanjavur 04362 271380; Theni 04546 260650; 
Tirunelveli 0462 2572585; Tiruppur'0421 2239202; Trichy 0431 2714314; Tuticorin 0461 2330890; PUDUCERRY 0413 2330960; 
ANDHRA PRADESH Guntur 0863 2223830; Hyderabad 040 23811146; Rajahmundry 0883 2441091; Tirupati 0877 2220303; 
Vijayawada 0866 2437942; Vizag CB91 2799297; KARNATAKA Bangalore 080 41233109; Hubli 0836 2371400; 

Yelahanka 080 41686515; Mysore 0821 4281424; KERALA Punalur 0475 2230817 


Corporate Office: 2" Floor, Nosth Wing, Karumuttu Centre, New No. 634 Anna Salai, Nandanam, Chennai - 35. 
(Ph:42106650 / №:9444394918: E-mail: co@repcohome.com 


Toll Free 1800 425 6070 


| Chartered Financial Analyst 


| City Union Bank 
Fusion of 
Tradition and Technology 





City Union Bank offers a fiesta of High-Notes 

services which gives ultimate A Debit Card (VISA) Facility - Cash withdrawal from 
33,000 ATMs all over India without any service charge. 

comfort to the customers. 


A Payment of Utility bills like Telephone, Mobile Phone, 
LIC Premium through Internet Banking. 


À Book your Railway Tickets, Air Tickets, Cinema Tickets 
through Internet Banking. 


À Know your Account Status through Mobile Banking. 


1%) CITY UNION BANK LTD 
CLT аа О TRE LOTR IS EAGLE ET ES LOE AUTE 
u 


Registered Office : Kumbakonam 612 001, Tamil Nadu 
Tel : 0435-2432322 Fax : 0435-2431746 Email : rom@cityunionbank.com 


Website : http://www.cityunionbank.com SMS : “CUBDEPOSIT” to 9900654321 
Pe EE OR ACEI NE SOR PRES SRI AN oO AN ND ha Mors PE с зам tola wh 
' TROSSINCE 1904. Е All our Branches are completely Networked 


Any Branch Banking e Internet Banking = ATMs e Electronic Money Transfers e SMS Banking 





“City Union Bank Limited proposes, subject to receipt of requisite approvals, “Market conditions and other considerations, to issue equity shares on a"rights basis“to its existing equity shareholders and 
has filed a draft letter of offer" ("ОСОР") with the Securities and Exchange Board of India (“SEBI”). The DLOF*is available on the website of the SEBI at www.sebi.gov.in as well as on the"websites of the lead manager 
at www.edelcap.com. Investors should note"that an“investment in equity shares involves a high degree of risk and for details*relating“to the same, please refer to the section titled ‘Risk Factors’ of the DLOF.” 


BANKING SPECIAL 


IFRS 


Impact on Banks 


s India moves closer to the In- 
ternational Financial Report- 
ing Standards (IFRS) conver- 


gence date, i.e., April 1, 2011, the de- 
bate on ‘Why IFRS” has quickly shifted 
to ‘How?’ If there is one industry that 
IFRS will have maximum impact on, it 
will have to be the banking industry. 
Banks will not only have to grapple with 
technical accounting issues, but also 
the other challenges that come along 
with it, such as the changes that would 
be required to the IT systems, the man- 
agement of capital adequacy, the im- 
pact on treasury, performance manage- 
ment, and much more. 

As a result of the global credit crisis 
and responding to the G20's require- 
ment, the International Accounting 
Standard Board (IASB) is rewriting the 
financial instrument standards. Vari- 
ous parts of the standard are being cen- 
sidered under different projects, such as 
Classification and Measurement, Fair 
Value Measurement, Derecognition, 
Hedging and Impairment. [ASB has al- 
ready issued the Exposure Draft (ED) on 
‘Classification and Measurement’, and 
the final standard would be available 
before the close of the year. However, 
hedging and impairment final stan- 
dards would be issued only in 2010. All 
this brings additional uncertainty and 
challenges to Indian banks. The April 1, 
2011 date actually translates to April 
1, 2010 because of the requirement un- 
der IFRS to produce IFRS compliant 
comparable numbers. This wouid leave 
banks with very little time to convert 
uncer the new standards, and hence 
there would be a greater need for Indian 
banks to keep themselves well-pre- 
pared and ready to implement the 
changes swiftly. More importantly, 
Indian banks have te be mindful not to 
carry over concepts or practices from 
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Indian Generally Accepted Accounting 
Principles (GAAP). If IFRS, as issued by 
IASB, is to constitute a single set of glo- 
bally accepted accounting standards, it 
is vitally important not to promote 
separate national versions of IFRS. 


Therefore, this would require a mindset 
change by Indian banks. 


Impact of IFRS on financial 
statements 

Financial statements of banks will be’ 
significantly impacted by the conver- 
sion, though the extent and whether the 
impact would be positive or negative 
would depend on a number of interre- 
lated factors. Also, a negative impact on 
opening equity may have a positive im- 
pact on subsequent P&L. 

Though the RBI provisioning norms 
are very conservative, yet under IFRS, 
in many cases, the provisioning would 
be higher because the impairment 
model under IFRS considers the time 
value of money. For example, a loan ex- 
pected to be recovered in two years’ time 
but would not pay any interest, is not 
impaired under Indian GAAP, but 
would be treated as impaired under 
IFRS. Also, relaxation of the RBI norms 
for provisioning under Indian GAAP, 
which will not be available under IFRS, 
would increase the amount of provision- 
ing under IFRS. Under IFRS, if the risk 
profile of a portfolio worsened, a provi- 
sion would be required (generally re- 
ferred to as IBNR—Incurred But Not 
Reported), but may not be so under the 
RBI model. In some cases, provisioning 
under the RBI model may be higher 
than under IFRS, for example in the 
case of old NPAs, which are fully pro- 
vided for, but under IFRS provisioning 
would consider the expected recovery 
amount. 

The IFRS model for impairment is 
based on the incurred loss model. This 
means, in good times, provisioning 
would be low, and in bad times, provi- 
sioning would be high—an unfortunate 
situation. The IASB is now looking at 
the expected loss model under which 
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impairment losses are recognized over 
the life of the asset. The expected loss 
imodel would result in eliminating some 
of the volatility and complexity of deter- 
mining the IBNR provision under exist- 
ing IAS 39. 

There is an ongoing debate on 
whether fair valuation has resulted in 
the recent credit crisis. SEC study in 
this area clearly indicates that it is be- 
cause of credit losses, and the issue of 
credit losses should not be confused 
with fair value, which to many these 
days sounds like fear value. 

Calculation of Effective Interest 
Rate (EIR) under IFRS is not the same 
as Yield to Maturity (YTM) under the 
RBI norms. For example, under IFRS, 
loan origination fee is not recognized as 
income but is included in determining 
the EIR. Further, under IFRS, for deter- 
mining the EIR, the expected cash flow 
and expected life of the product are con- 
sidered and not the contractual life and 
contractual cash flow as per the RBI 
norms. All this may have a significant 
impact not only on the financial state- 
ments but also on the IT system. Typi- 
cally, an IT conversion for a major bank 
would on an average require one year to 
complete. Partly also because of the 
onerous and detailed disclosure re- 
quirements required by IFRS 7, which 

| are best system generated. Hedging is 
м difficult under IFRS, and therefore 
banks will have to put systems in place 
to be able to achieve hedging, otherwise 
they may have to face volatility in their 
P&L on account of mark-to-market of 
derivative instruments. 

Under the RBI norms, profit/pre- 
mium on securitization is recognized on 
an amortized basis, whereas under 
IFRS these are recognized immedi- 
ately, provided the derecognition condi- 
tions are fulfilled. 

Investments classified as Held To 
Maturity (HTM) under the RBI norms 
may not meet the HTM classification 
under IFRS. Therefore, HTM instru- 
ments, which are accounted for on an 
amortized cost basis under Indian 
GAAP, will have to be accounted for on a 
' fair value basis under IFRS. Held For 
Trading (HFT) investments are re- 
quired to be marked to market as per 
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the RBI norms. While net depreciation 
is provided for, net gains are ignored. 
Under IFRS, both profit and loss on 
HFT are immediately recognized in the 
P&L. 

Consolidation rules are different as 
well, particularly with regard to consoli- 
dation of funds where there is control 
based on management contracts. Under 
IFRS, these are consolidated but may 
not be under Indian GAAP. So also more 
entities would be consolidated under 
IFRS than Indian GAAP, because SIC- 
12 under IFRS requires consolidation of 
various autopilot mechanisms. 

In addition to the adjustments re- 
lating to core banking activities, vari- 
ous other adjustments would be re- 
quired in IFRS, such as those relating to 
straight lining of leases, ESOP account- 
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amounts. In the UK, regulators estab- 
lished filters to adjust IFRS reported 
amounts when determining capital. 
From the banking industry perspec- 
tive, it would be unacceptable to have 
IFRS for financial reporting and Indian 
GAAP for regulatory purposes. That 
would completely defeat the purpose of 
eliminating multiple GAAP by adopt- 
ing IFRS globally. 
Tax: The tax implications of an IFRS 
conversion could affect every aspect of 
the tax life cycle, particularly in the ar- 
eas of tax return positions, tax planning 
and financial reporting. On account of 
various differences between Indian 
GAAP and IFRS, profit or loss numbers 
for banks would change significantly. 
This would have a significant impact on 
tax outflow and tax strategies. 


On account of various differences between Indian 


GAAP and IFRS, profit or loss numbers for banks 
would change significantly. This would have a 
significant impact on tax outflow and tax strategies. 


ing, deferred taxes, investment prop- 
erty, business combination, foreign ex- 
change, etc. 


Impact of IFRS on the economic 
activities of banks 

Regulatory compliance: A number of 
regulatory reports are based on Indian 
GAAP numbers. Going ahead, those 
may be under IFRS. Similarly, the re- 
quirement with regard to regulatory 
capital is based on Indian GAAP num- 
bers. If those in the future are based on 
IFRS numbers, the regulators would 
have to go through a rule changing pro- 
cess and also ensure that appropriate 
prudential filters are built in, so that 
the safety of the banking industry is 
taken care of. Certain provisions under 
IFRS, such as those relating to netting 
and consolidation, may lead to larger 
balance sheets and may therefore in- 
crease capital requirements. Regula- 
tors will need to evaluate whether an 
accounting change with no change in 
economics warrants a change in capital 





A strategic and proactive tax func- 

tion should be involved all through the 
conversion process. As each new ac- 
counting standard is considered, the po- 
tential tax effect should be assessed. 
Also, the MIS that feeds the direct and 
indirect tax chains would need to be 
modified so that the tax function can 
receive all the information it requires. 
IFRS conversion is an opportunity to 
align the tax provisioning and reporting 
processes. 
Information Technology: Many EU 
companies that converted to IFRS 
implemented quick fix solutions to cap- 
ture data for making IFRS adjust- 
ments. This increased the risks of error 
and control breakdowns. Timely plan- 
ning and careful design of a long-term, 
sustainable solution, though more 
costly in the short term, can be a more 
cost-effective and secure option over the 
long term. 

Whilst most banks will not require 
a complete architecture overhaul to 
support IFRS, a wide range of systems 
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and data changes that range from trad- 
ing software to chart of accounts map- 
iping to tax calculation or regulatory re- 
porting would be required. For banks 
that have disparate systems, this 
would be a challenge. For the compa- 
rable period of 2010, banks will have to 
maintain dual set of books, i.e., under 
Indian GAAP and IFRS, which means 
an additional task of maintaining a 
parallel structure for that year. 
Performance management: 
Though inherently the business per- 
formance would not have changed ir- 

respective of the GAAP used, the 
қ MUN in which it is reported can 
have significant implications. For ex- 
ample, a number of contractual obli- 
gations and rights are based on per- 
formance. These are not necessarily 
restricted to employee compensation 
or bonus schemes but also extend to 
many other areas; for example, the 
contingent consideration in an acqui- 
sition may be based on future re- 
ported results. Many of these aspects 
will have to be looked into. 

Further, management will have to 
educate many internal and external 
constituencies on the efficacy of the new 
performance metrics and prepare to ad- 
dress questions on the differences in 
these metrics. 


à Leveraging the experience of 
EU-listed companies 

Indian banks should begin to study the 
lessons learned from successful IFRS 
conversions elsewhere in the world as 
they design their implementation 
strategies. On IFRS conversion projects 
at financial services institutions, sev- 


eral themes have emerged: 


Management buy-in is one of the 
biggest initial challenges. 

"Tone from the top" is an important 
driver of change, and board sponsor- 
ship is crucial. 

It is not just a corporate-level exer- 
cise. 

Do not underestimate the amount of 
work involved. 

A strong project-management office 
is essential. 

Start early. The scale and complex- 
ity of the conversion and the time 
frame needed are often underesti- 
mated. 

It is definitely not just a technical 
exercise. 

A methodical approach to reviewing 
accounting differences is essential 
to assessing the financial implica- 
tions. 

Take care to limit the number of ac- 
counting platforms utilized. 

It is important to align internal and 
external reporting. 

Developing IFRS technical knowl- 
edge early will reduce the likelihood 
of last minute fire drills and mini- 
mize the risk of missed reporting 
deadlines. 

The complexity of IFRS requires ad- 
ditional technical resources during 
the transition period. 

Invest the time necessary to roll out 
business-process changes, such as 
accounting practices, updated con- 
trol mechanisms and changes in re- 
porting requirements to the wider 
organization. 

Interaction with internal controls 
and systems is key. 


Our Schemes for Your Dreams 
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e It 15 important to push down the 
IFRS conversion to the transaction 
level to eliminate topsided manual 
solutions. 

e Technical training is important for 
business-unit heads who may not be 
familiar with the changes IFRS will 
bring. 

e Involving tax and IT personnel early 
in the process helps mitigate the po- 
tential for unexpected results. 

e It changes the way performance is 
measured and the basis of incentive 
schemes. 

e Implementation increases the vola- 
tility of results. 

e The effects on investor relations 
must be considered, and attention 
must be given to the timing and na- 
ture of communications. 


Adaption is the key 
Recently, there has been a very well coor- 
dinated action from various regulators 
and stakeholders, such as RBI, Sebi, 
IRDA, MCA, ICAI, CFO group, which 
have come together to make India IFRS- 
compliant. A clear-cut joint road map is 
expected in the next couple of months. 
This has come as a wake-up call to many 
banks which will now have to consider 
the IFRS conversion process seriously. 
Given the enormity of the exercise 
and the time required to convert to 
IFRS, banks are advised to start the 
convergence process immediately. Fi- 
nally, a quote from Charles Darwin: “It 
is not the strongest of the species that 
survives, nor the most intelligent, but 
the most responsive to change.”s 
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Embracing IFRS by 2011 


How Geared Are Indian Banks? 


e current accounting landscape 
for the banks in India is shaped 
largely by the Accounting Stan- 

dards (AS) issued by the Institute of 
Chartered Accountanzs of India (ICAL), 
notified by the National Advisory 
Committee on Accounting Standards 
(NACAS), and the guidelines issued by 
the Reserve Bank of India (RBI) from 
time to time. While the RBI has issued 
guidelines in such important areas as 
accounting and valuation of invest- 
ments, impairment in loans and ad- 
vances, among others, the accounting 
standards, interpretations, guidance 
notes, and expert advisory opinions 
from ICAI govern the accounting in all 
other areas of banks financial state- 
ments. Together these constitute the 
main bedrock of ‘Indian GAAP’ for the 
Indian banks. 


International Financial Reporting 
Standards (IFRS) 

The IFRSs are a set of global accounting 
standards, which have come to be 
widely accepted across the countries as 
a single body of high quality standards, 
and hence, the IFRS are currently be- 
coming an important tool to achieve 
uniformity in accounting practices 
across the globe which increases the 
transparency and comparability of fi- 
nancial statements across different en- 
tities and geographies. The IFRS are is- 
sued by the International Accounting 
Standards Board (IASB), which was es- 
tablished in 2001 as part of the Interna- 
tional Accounting Standards Commit- 
zee (LASC) Foundation. 

IASB is the standard-setting bedy 
of the IASC Foundation. The IASB is 
selected, overseen and funded by the 
IASC Foundation, and it has complete 
responsibility for all IASB technical 
matters, including the preparation and 
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issuing of IFRS. IFRS are mandatory 
pronouncements. 

Apart from approval ef IFRS, IASB 
is responsible for other related docu- 
ments, such as the framework for the 
preparation and presentation of finan- 
cial statements, exposure drafts, and 
other discussion documents. 


Over the past few years, ICAI has 
been modeling its accounting standards 
in broad conformity with IFRS. The di- 
versions, if any, from the IFRS were 
mainly to allow for local Indian circum- 
stances. Indeed, lately the AS have been 
converging almost wholly to the corre- 
sponding IFRS, as can be observed in 
the recently issued AS 30, 31 and 32, 
which deal with accounting, measure- 
ment, presentation and disclosures of 
financial instruments. 


Why IFRS for India? 


IFRS, as accounting standards, are 
formed through a very wide consultative 
process as adopted by IASB. As dis- 
closed by the IASB in the Preface to 
IFRS, the standards are developed 
through an international due process 
that involves accountants, financial 
analysts and other users of financial 
statements, the business community, 
stock exchanges, regulatory and legal 
authorities, academics and other inter- 
ested individuals and erganizations 
from around the world. The LASB con- 
sults, in public meetings, the Stan- 
dards Advisory Council (SAC) on major 
projects, agenda decisions and work pri- 
orities, and discusses technical matters 
in meetings that are open to public ob- 
servation. The IASB also works actively 
with various national standard-setters 
to bring about convergence of nationa! 
accounting standards and IFRS to higk 
quality solutions. For the past few 
years, the IASB has been working 
closely with Financial Accounting Stan: 
dards Board (FASB) of US to achieve 
convergence with US GAAP, which i: 
another set of globally accepted ac 
counting standards. 





* The author gratefully acknowledges the assistance о 
Mr. SSN Murthy, Sr. Vice-President, IBA in preparing this article. 
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IFRS, formed through the above pro- 
cess, are not only robust, the same tend 
to gain a wide and ready acceptability 
among the users of financial state- 
ments, promote transparency, and pro- 
vide a gold standard for accounting 
practices in general. It is in this per- 
spective that it is imperative for Indian 
companies and other entities to adopt a 
standard which provides such credibil- 
ity to their financial statements and 
help them integrate with the global 
economy. Financial statements pre- 
pared based on international reporting 
standards also helps these entities to 
tap the global financial markets with 
greater ease since the lenders and capi- 
tal providers can make well-informed 
estimates about the fimancial health of 
the entities. 


Road map for convergence to 
IFRS in India 

It is in the above context of the need of 
Indian entities for global convergence 
with IFRS that the ICAI has already 
announced a road map for full conver- 
gence of Indian accounting standards by 
April 1, 2011. The move towards IFRS 
has also been endorsed simultaneously 
by the Ministry of Company Affairs, 
Government of India. The ICAI and 
other forums like Indian Banks’ Asso- 
ciation (IBA) have been holding various 
workshops/meetings and promoting 
awareness about the daunting task 
ahead for the Indian entities in this re- 
spect. IBA has also formed a subgroup 
comprising representatives from vari- 
ous banks, which provides a platform to 
the banks to identify the most challeng- 
ing areas and to develop a common in- 
dustry approach towards the imple- 
mentation of IFRS. IFRS being largely 
principle-based standards, the same 
require the use of management judg- 
ment in various accounting issues, 
while, of course, operating within the 
rules set by the standards. 

In another important initiative, the 
Ministry of Companies Affairs (MCA), 
Government of India has recently set up 
a high-powered core group under the 
chairmanship of the secretary, MCA to 
study the impact o? IFRS and to under- 
stand the preparedness of Indian enti- 
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ties in implementing IFRS. This core 
group has another two subgroups under 
it. One of the subgroups is headed by 
Mohandas Pai, Board Member, Infosys 
Technologies Ltd., and in this group, the 
author happens to be one of the mem- 
bers. 


IFRS — Expected challenges for 
banks 
IFRS radically changes accounting in 
the most important commodity which 
the banks deal with—money—and its 
representation in different financial in- 
struments. Indeed, the explosion in the 
number of financial instruments and 
the continuous evolution thereof have 
been a fascinating spectacle in the last 
two decades or so. The bewildering 
speed with which new instruments are 
born, catch the fancy of the financial 
world for sometime, and then make way 
for even newer and mostly even more 
complex products would probably make 
Usain Bolt, the world's fastest sprinter, 
proud. 

Till recently, there was no Indian 
accounting guideline which dealt exclu- 
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sively with financial instruments. In its 
absence, the banks had to apply the 
general GAAP principles and the RBI 
guidelines available in some areas to 
account for such instruments. However, 
there was no comprehensive accounting 
standard which could cover the whole 
life cycle of existing financial instru- 
ments and also provide principles, 
rather than rules, which could stand the 
test of accounting for ever-evolving in- 
struments. 

IAS-39 on Financial Instru- 
ments: Recognition and measure- 
ment of financial instruments was a 
revolutionary and unique accounting 
standard in that respect because it 
gave the accountants world over a tool 





to dissect the complex financial in- 
struments into its components and 
apply accounting principles to eacH 
part, but binding all of those in a way 
that the sum total of accounting usu- 
ally was in line with the actual fea- 
tures, risks and rewards of the com- 
plete instrument. No doubt, this ac- 
counting standard has been a bit diffi- 
cult to understand; nevertheless it 
provides the accounting practitioners 
a robust gear to meet the onslaught of 
the innovative and complex financial 
instruments. 

The ICAI adopted IAS 39 by issuing 
AS-30 in the year 2007. This standard 
is recommendatory in nature for two 
years with effect from April 1, 2009 and 
becomes mandatory with effect from 
April 1, 2011. The ICAI has also issued 
AS-31 and AS-32, which are based on 
IAS 32 and IFRS 7 respectively and 
deal with presentation and disclosures 
of financial instruments in the financial 
statements. 

The implementation of these three 
standards is expected to be the most 
challenging task for Indian banks. 


It is imperative for Indian companies and other 
entities to adopt a standard which provides 
credibility to their financial statements and help 
them integrate with the global economy. 


These standards cover almost the en- 
tire banking business in the form of de- 
posits, borrowings, loans, investments, 
and other non fund-based facilities, in- 
cluding derivative instruments. 


Indian banks and IFRS 
implementation 

The banks in India currently have the 
benefit of regulatory prescriptive guide- 
lines in some important areas involving 
significant judgment like assessment of 
impairment provisions and valuation of 
investments. The RBI guidelines in 
these areas seem to largely obviate the 
need for applying such management 
judgment, although it may be noted that 
the RBI guidelines, in spirit, are at best 
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minimum thresholds of provision re- 
quirements and do not prohibit a higher 


provision if a case requires so. However, 


by and large, the RBI minimum thresh- 
olds tend to become the single measure 
of provisions. In some other areas, lack of 
a comprehensive accounting standards 
has had the potential of significant dif- 
ferences in accounting treatments ap- 
plied by different banks for similar 
transactions/instruments. The an- 
nouncement of convergence to IFRS, 
therefore, has caused the banks to sit up 
and assess the gaps between their cur- 


= accounting practices and the IFRS 


requirements. As has been mentioned 
earlier, ТАЗ 39 along with its accompa- 
nying standards, ТАЗ 32 and IFRS 7, pre- 
sents most of the challenges. A few areas 
where the banks are expected to face 
challenges are: 

e Loan/Investment impairment: 
Currently, banks consider provi- 
sions on loans based on RBI guide- 
lines, which are very prescriptive 
and require limited use of judg- 
ment. However, IFRS require a 
case-by-case assessment (at least 
for significant exposures as decided 
by the bank and the regulator) of the 
facts and circumstances surround- 
ing the recoverability and timing of 
future cash flows relating to the 
credit exposure. For investments, 
fair value is also considered as an 
input in addition to the financial/ 
credit standing of the issuer. 

e Fair Value: 

a Under IFRS, a significant percent- 
age of the balance sheet would have 
to be fair valued compared to the 
current practice of carrying the val- 
ues at historical cost/lower than the 
cost. 

a The biggest challenge lies here. At 
present, in the loan books and the 
investment held under HTM cat- 
egory, the loan losses are recognized 
only when the management deems 
them probably or applies the rules 
as specified by the regulators. 

a Using fair-value accounting would 
speed up the recognition of loan 
losses, resulting in lower earnings 
and reduced book values. 

а To quote an example, as of June 30, 
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2009, on applying the fair value cal- 
culation on the assets of Bank of 
America, it was estimated as 
$64.40 bn, whereas in the financial 
statement, the bank carried these 
assets at the historical cost. The 
erosion due to fair value assess- 
ment of the assets has almost eaten 
away 5846 of the Tier I capital of the 
bank, whereas taking the assets at 
historical cost, the CRAR of the 
bank had reflected a better picture. 
Adopting the fair value estimates in 
the short-term can be a poor indica- 
tor of an asset's eventual worth, es- 
pecially when the markets are not 
functioning smoothly. 

Hence, fair value methodologies and 
practices would need to be reexam- 
ined to ensure that they are current, 
up-to-date and are validated and 
back-tested in current market con- 
ditions. 

Derivative and hedge account- 
ing: 

As a rule, hedge accounting is not 
permitted for economic hedge, also 
called natural hedge. 


the IFRS requirements. 


Application of hedge accounting 
would bring down the MTM loss 
drastically. However, this will entail 
onerous and stringent documenta- 
tion requirements, mandatory effec- 
tiveness tests and determination of 
fair value based on observable in- 
puts as per IFRS. This would call for 
a much-heightened awareness of 
rules for hedge relationships and cer- 
tain processes and system changes. 
In view of the complexities involved, 
the Chief Financial Officers often 
prefer reporting the volatility in the 
profit rather than adopting hedge 
accounting. 

De-recognition of financial 
assets: Under IFRS, de-recognition 
of financial assets is a complex, 


The announcement of convergence to IFRS has 
caused the banks to sit up and assess the gaps 
between their current accounting practices and 


BANKING SPECIAL 


multilayered area that follows the 

principle of transfer of risks and re- 

wards. In the Indian context, this 
wil mainly impact (һе 
securitization exposures/activity. 

Presently, these exposures are dealt 

as per IAS 39, but have to undergo 

changes due to convergence of IFRS, 
which is more stringent particularly 
for the transferor's balance sheet 

(originator of securitization). 

e Consolidation: Under IFRS, con- 
solidation is not driven purely by the 
ownership structure of an entity, 
but will have to focus on the power to 
control an entity to obtain economic 
benefit. IFRS provide more rigorous 
consolidation tests. 

Admittedly, these are not easy top- 
ics to deal with and the banks are in- 
creasingly becoming aware of the task 
facing them. In the context of prepared- 
ness for IFRS, the banks in India are 
seen at different levels of preparedness 
within the industry. At one end of the 
spectrum are new private sector banks, 
which seem to be mostly ready to be 
IFRS-compliant. There are many fac- 
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tors for this—their exposure to US 
GAAP because of international listings, 
lesser legacy portfolios, integrated IT 
systems, etc. At the other end of the 
spectrum are large public sector banks 
which will require mammoth efforts to 
set the project in motion. Somewhere in 
the middle are old private sector banks 
and the small-to-medium-sized public 
sector banks, which may not be pre- 
pared for IFRS, but the size of the prob- 
lem may also be lesser for them. 

Apart from coping with the radical 
changes in accounting guidelines them- 
selves, the banks are expected to face 
the problem of availability of skilled 
manpower, making requisite changes 
in IT systems, and availability of his- 
torical data required in a few areas. 
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And again, these operational chal- 
lenges are not small in measure. Even 
the newer private sector banks face 
challenges in all these areas, including 
the IT system changes. 

Having said this, one is pleasantly 
surprised at the collective commitment 
shown by the banks towards conver- 
gence to IFRS. Equally, surprising is the 
speed shown by some of the large public 
sector banks in starting the IFRS 
projects in right earnest in their indi- 
vidual organizations. These banks are 
giving all the positive signals in their 
exercise of IFRS implementation. This 
is not to say that they are not aware of 
the actual size of the task, but it is the 
approach adopted by them, which, if fol 
lowed till the very end, is bound to yield 
success in their efforts. So, what exactly 
is the reason behind this optimism” 

Behind this optimism is the abso- 
lute commitment expressed by the top 
management of banks. At a recent IBA 
workshop оп IFRS transition, the CEOs 
of some banks who were invited to par- 
ticipate in a panel discussion on conver- 


gence to IFRS, unequivocally expressed 
the desire to converge to IFRS. Some 
banks have already set up dedicated in- 
ternal department to oversee the IFRS 
implementation; a few others have ini- 
tiated the process of selecting advisors/ 
consultants to handhold them during 
this project. Third, and most impor- 
tantly, the RBI has also been keenly 
studying the IFRS to assess their im- 
pact on the banking industry and mat- 
ters where regulatory guidelines may be 
required within the framewerk of IFRS. 
It is actively engaging with the banks to 
understand areas where the banks may 
require any other support or guidelines 
from it. An interaction of this sort is 
also spurring the banks to give such im- 
portance to IFRS implementation 
project as is due to it. 


In the right direction 

As far as Indian banking industry is con- 
cerned, the regulator as well as 
Indian banks are convinced that they 
have to migrate to IFRS in the manner it 
is perceived. However, the question 


would be within what time frame this 
will be happen since the banks have to! 
prepare themselves in terms of account- 
ing and technology requirements, and 
more importantly they have to also carry 
out a thorough impact analysis so that 
the implications are well-understood 
and suitably provided for in the ap- 
proach towards IFRS implementation. 

In conclusion, Indian banks have 
taken the first few steps in the right di- 
rection, i.e., recognizing the need for con- 
vergence, being aware of the enormity of 
the task, showing earnestness towards 
a time-bound implementation, and 
most critically, pledging top level com- 
mitment to IFRS convergence. Given 
this, it appears that the march of the 
Indian banking industry towards IFRS 
is irreversible; and while each bank will 
have its unique project plan and imple- 
mentation approach, the efforts of the 
RBI and IBA largely have the effect of a 
common industry approach emerging 
towards сопуегрепсе.в 
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IT-Based Banking Services 


Unlocking the Business Potential 


e use of IT in banking in India is 
a phenomenon one can trace es 
sentially to the last two de- 
cades. It started with the ‘computeriza- 
tion of branches’ and then expanded to 
channels like ATM, Net banking, phone 
banking, mobile banking, etc. As any 
bank customer wil! testify, the banking 
industry has dramatically changed the 
standards of delivery over the past two 
decades. These banks embraced con- 
temporary technology and redefined the 
standards of banking, and the older 
banks followed suit i» upgrading their 
technology platforms gradually to com- 
pete in the market. 

During this period, the banking in- 
dustry has essentially focused on tech- 
nology as an enabler to provide better 
service delivery. Core banking systems 
have enabled banks to deliver 'any- 
where’ banking solutiens. Extensive use 
of channels like ATM and phone bank- 
ing has enabled truly 24/7 access to cus- 
tomer accounts. The Net banking chan- 
nel has made banking from home a real- 
ity, of course, assisted by the spread of 
PCs and broadband at home and office. 
Several banks have started offering 
mobile banking solutions. Cards have 
added to customer convenience enor- 
mously. 

The banks have been in the fore- 
front of e-commerce through payment 
gateway solutions (like online trading 
and shopping, etc.), integration of 
banking with ERP selutions of custom- 
ers, and standardized message for- 
mats for trade and other commercial 
transactions. Most inter-bank trans- 
actions have been converted into elec- 
tronic message fermats, thereby im- 
proving efficiencies which have finally 
benefitted customers. In that sense, 
the use of technolegy for significant 
shift in customer service standards 
has seen good traction. 
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Customer insights 

Banks have a lot of data on their cus- 
tomers but still do not fully leverage it. 
Most of the data does not translate into 
insights about customers. The data re- 
sides in the multiple product systems of 
banks, without a single view of the cus- 
tomers across products and channels. 
Some banks have now started using 
‘Analytics’ to develop a better under- 


standing of their customers. As banks 
become multi-product distribution 
channels, a better understanding of the 
customers will enable them to antici- 
pate the customers’ needs and identify 
and structure products to meet those 
needs. Today, most banks use what I 
call a ‘machine-gun fire’ approach. They 
reach out to as many customers as pos- 
sible with as many products and ser- 
vices as possible and hope for a good 
strike rate. This can be highly ineffec- 
tive and the customer experience can be 
a serious casualty. With much better 
data mining and analytics, banks need 
to graduate to what I would call a 
‘sniper shoot’ approach, where they un- 
derstand and anticipate the needs of 
the customers better, with far better 
understanding of customer behaviors to 
ensure that there is congruence in terms 
of customer experience as well as far 
better success rates of sales conver- 
sions. This will also reduce the cost of 
sales for banks. Of course, to enable 
these, the banks have to also imple- 
ment far better customer relationship 
tools with ‘Customer One View’ cam- 
paign management and sales funnel 
management features. These areas will 
get significantly higher focus in the 
years to come and will differentiate the 
winners from the also-rans. Several 
other service industry players like 
telecom service providers and hospital- 
ity industry have used these technolo- 
gies far better than the banking indus- 
try in general. Banking industry can 
learn from these industries and I am 
sure that the next decade will see sig- 
nificant progress on this front. 


Digital marketing 

While banks have used technology to 
service their existing customers and 
keep their costs under control, they have 
not made a big leap in terms of 'acquir- 
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ing customers using the digital chan- 
nels’. The next generation customers, 
E as they are called, will socialize on 

e Net (chat rooms, social networking 
sites, and so on), buy on the Net, look for 
entertainment on the Net, and even 
learn on the Net, and so on. In the years 
to come, banks will have to learn to mar- 
ket digitally. This will mean developing 
a new set of expertise to understand the 
medium, and customer behavior in this 
medium, the role of content and how it is 
consumed, how to create a reach which is 
targeted and optimized, and how to en- 
,sure conversion from ‘interest’ to ‘sale’. 
This will also entail creating products 
which will get instant interest and ful- 
fillment. Like in consumer products, ‘In- 
stant’ will be Gen-Y's choice. Banks will 
need to make this huge leap if they have 
to remain relevant for the next genera- 
tion customers. 


New-age branches 

Obituary of branches as a channel was 
written at the peak of the Internet boom, 
and yet they rose like a phoenix and 
came back into reckoning after the bust. 
The real point is not the 'either-or of 
branches vis-á-vis the direct channels; 
the two are bound to coexist. The real 
point is whether branches can retain 
their relevance to the business and the 
customer. In my view, ‘branch transfor- 
mation' will be a key agenda that banks 
will have to focus on. Banks will have to 
look at the retailing industry and adopt 
practices and formats which will rede- 
fine the customer experiences in terms of 
look, feel, point of purchase marketing, 
merchandising, display, modes of inter- 
action with the customer, etc. Like the 
retailing industry, they will probably 
measure profitability by 'profit per 
square foot’ of expensive real estate on 
high street, and spend over 90% of their 
time ‘selling products and services’ at 
their ‘stores’. Since banks can probably 
learn more about their customers, they 
will need to go a step further and person- 
alize the experience of a customer. The 
new-age branches will have open for- 
„mats (not a teller behind a counter), with 
flexibility of customer self-service or as- 
sisted self-service or banker assisted 
service using equipments and devices. 
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Each individual customer will be recog- 
nized and will see specific offers on 
screens, will be able to interact with ex- 
perts over two-way video conference 
calls. All this will require a whole range 
of technologies relating to banking de- 
vices, VoIP, telephony, and digital de- 
vices to be integrated with the current 
banking platforms. Without this trans- 
formation, the branches may indeed lose 
their relevance in the future. 


Mobile and Net 


While Net banking usage has seen a 
reasonable growth, mobile banking is 
still in its early days. But I am con- 
vinced that mobile banking will over- 
take Net banking as the primary me- 
dium that customers will adopt, and In- 
dia will see a generation leap where 
mobile as medium will outgrow the 
other channels, like mobile has out- 
grown landline telephony. Mobile bank- 
ing is still in its infancy and suffers 
from several problems relating to stan- 
dardization of operating systems, stan- 
dardization of protocols, security is- 
sues, evolving regulatory framework, 
and so on. Currently, several players 
are jostling for space on mobile pay- 
ments. Telecom operators, instrument 
manufacturers, technology firms as 
ASPs and banks are all in the fray. 
Banks have a great advantage if they 
can create platforms which are agnostic 
to specific operators, operating sys- 
tems, etc. and also take the entire Net 
banking proposition to the mobile 
phones. Mobile banking will be another 
league of experience when it ‘integrates 
voice technology and web technology’ 
and when Net and mobile platforms 
merge. This is going to be an area which 
will redefine how banks deliver service 
to their customers, and it is imperative 
that banks have cutting-edge presence 
and capability in this space. 


Documents and payments 

As I said earlier, banks have been able to 
convert most interbank transactions 
into electronic message formats (RTGS, 
NEFT, SWIFT, etc.) In the future, I see 
banks going far beyond this, where the 
bank systems will integrate with all the 
stakeholders and touch points, and be at 
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the forefront of elimination of documents 
and paperwork. For example, we do not 
actually need ‘documents’ under the LCs 
in physical form; the customs documents 
need not be in physical form and so on. So 
in the years to come, banks will need to 
upgrade significantly on document im- 
aging and management, electronic mes- 
saging formats, card technologies and in- 
tegration capabilities to enable 
paperless transactions across multiple 
entities like government departments, 
suppliers, buyers and banks to cover not 
only the 'banking leg of transactions, but 
from ‘end to end’. This will add to efficien- 
cies at the customer end and enable 
banks to add value to customers. 


The Underbanked/Unbanked 
While most references to Gen-Y custom- 
ers are usually to the urban, tech-savvy 
younger generation, in a country like In- 
dia, it should also necessarily include a 
completely divergent set of customers in 
the rural areas of the country, who are ei- 
ther unbanked or at best under-serviced 
by banks, and the underprivileged urban 
population. If one has an optimistic view 
of India's future economic potential, and 
believes that there will be much wider 
distribution of wealth to these segments, 
one cannot ignore these sections of poten- 
tial customers. Traditionally, most 
banks have looked at this segment as 
largely unprofitable regulatory require- 
ment. Use of biometric technology and 
mobiles is already making some impact 
in this area, but is still limited. I believe 
that in the years to come, use of technol- 
ogy to make cost of delivery to this seg- 
ment profitable may even be possible and 
will be a key focus area for many banks. 

Of course, the challenge on the tech- 
nology front is dynamic, depending both 
on the state of the technology absorp- 
tion in the specific bank and the ever- 
changing and evolving world of technol- 
ogy. But what is clear is that banking 
without technology is inconceivable now 
and in the future. Hence, banks must 
make it their business to be at the cut- 
ting edge of the developments in tech- 
nology that can have a transforma- 
tional and may be even disruptive im- 
pact on their business.s= 
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Securitization and Indian Banking 


An Opportunity for Capital 
Adequacy Management 


ecuritization, the process of 
converting illiquid loans into 
b tradable securities, has 
merged as an important tool for fi- 
nancing worldwide. Securitization 
has gained increased acceptance in In- 
dia over the years. It started in India 
in the early 1990s when Citibank 
securitized a pool from its auto loans. 
Since then, securitization has 
emerged as an important tool for 
fund-raising by Indian banks and non- 
banking financial institutions. Some 
commentators have blamed excessive 
securitization for the recent global 
credit crisis which originated in the 
western world. However, blaming 
'securitization' for the recent global 
mess is like blaming airplanes for air 
crashes. Securitization is just a tool 
and its outcome, good or bad, depends 
p» its proper or improper use. 
Indian securitization market is rela- 
tively small as compared to global vol- 
umes, and the Indian regulations are 
well articulated that there has not 
been a single reported instance of de- 
faults on a securitized paper so far. 
Global issuance of securitized pa- 
per declined in 2008 subsequent to 
the credit crisis. Indian securitization 
volumes, albeit much smaller than 
the global levels, have grown consider- 
ably over the last five years, except for 
a decline in FY2009. The volume of In- 
dian securitization transactions is es- 
timated to be about Rs 500 bn in 
FY2009. Priority sector lending re- 
quirement of Indian banks was the 
key driver behind the retail 
rsecuritization transactions during 
FY2009. A majority of the retail loan 
pools securitized in FY2009 were 
backed by priority sector loans origi- 
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nated by Non-Banking Finance Com- 
panies (NBFCs). Transactions 
through direct assignment route 
dominated the market in FY2009, as 
this route facilitates the transfer of 


priority sector loans directly to the 
acquirer’s loan book instead of invest- 
ment book and thereby fulfilling prior- 
ity sector lending requirement. 

Unlike the developed countries 
where Mortgage Backed Securities 
(MBS) are more prevalent, it is the 
Asset Backed Securities (ABS) which 
have been the main driver of 
securitization market in India, con- 
tributing more than 50% of total issu- 
ance. The market for MBS has been 
comparatively subdued due to the 
lack of investor’s interest in long-term 
papers. In India, the underlying assets 
which have been securitized mainly 
include commercial vehicle loans, car 
loans, construction loans, farm equip- 
ment loans, three-wheeler loans, two- 
wheeler loans, consumer durable 
loans, personal loans, corporate loans 
and residential mortgage loans. In- 
dian securitization issuances include 
ABS, MBS, single loan Collateralized 
Loan Obligation (CLO) and Direct As- 
signment of loans. 

New asset classes which have 
been securitized in FY2009 include 
gold loans, microfinance loans and 
loan against property. The 
microfinance loans are categorized as 
loans to weaker sections under prior- 
ity sector lending norms which en- 
hances the attractiveness of this as- 
set class that has performed well. 

The major originators/issuers 
of securitization transactions have 
been banks (more so private sectors 
banks), NBFCs and Housing Finance 
Companies (HFCs). Major investors 
in securitization transaction have 
been public and private sector banks, 
mutual funds and insurance compa- 
nies. 
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Global Securitization Market 
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In the past few years, there has 
also been a sharp increase in single 
loan CLO market. with the underlying 
being a single corporate loan (typi- 
cally of a well-rated corporate). In fact, 
in the last couple of years, single loan 
CLO market was larger than ABS/ 
MBS market. The single loan CLO 
transaction involved a bank giving a 
loan to a corporate; the receivables 
were then securitized immediately 
using a Private Trust Company (PTC) 
structure and formation of a trust. 
Single loan CLO issuances have 
sharply dropped im recent months af- 
ter the RBI stipulated a minimum 
lock-in period for underlying loans. A 
good number of securitization trans- 
actions are carried out on a bilateral 
basis (also referred to as Direct As- 
signment), which involves a portfolio 
buyout backed by credit enhance- 
ments provided often by the origina- 
tor. Investors in direct transactions 
have been both public and private sec- 
tor banks. 

Traditionally, an important foeus 
“ог Indian banks has been to achieve 
growth in terms of size and capital, 
which has not been a constraining fac- 
tor for most banks. The approach to 
managing Capital Adequacy Ratio 
(CAR) was througn the liability side 
focus by raising more capital to finance 
growth using equity dilution and hy- 
brid capital, apart from internal aceru- 
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als. However, banks are increasingly 
facing constraints in terms of financing 
the rapid growth of the Indian 
economy. Some of the PSU banks may 
face constraints in terms of raising 
capital to finance growth as they touch 
the 51% dilution cap of the Govern- 
ment of India Ботя. Securitization 
can serve as an important capital ad- 
equacy management tool for such 
banks. Banks can free up capital by 
securitizing their illiquid loan assets. 
The most amenable asset class for 
securitization by Indian banks is the 
retail loan portfolio, which is esti- 
mated to be about Rs 6,000 bn. 


Securitization Market (Rs Cr) 
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An essential requirement for un- 
dertaking securitization is a robust, 
information technology platform t 
collate the static pool data for various 
asset classes of the bank, as also en- 
suring administration of the 
securitized pools in terms of the re- 
ceiving and paying agent function to 
be performed by the originators. Some 
of the banks are already in the process 
of building such systems. 

Indian banks typically are exposed 
to an asset liability mismatch, with 
the major share of deposit funding be- 
ing less than three years’ tenure, 
while some of the retail asset loans; 
including automobile and mortgage 
loans, exceeding three years. In Indian 
markets, borrowing long-term money 
is difficult because of lack of investor 
appetite and other structural issues. 
Securitization provides a good oppor- 
tunity to bridge this asset liability 
mismatch. 

The single loan CLO market is 
also expected to pick up in the me- 
dium term, as banks would also use 
the securitization route to free a part 
of the capital blocked in advances 
given to the corporate sector and gen- 
erate increasing liquidity. 

In the earlier years, securitization 
was used as a tool to book profit 
upfront at the time of transaction as 
all the risks and rewards were trans- 
ferred to the investors. However, in 
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February 2006, the RBI released 
guidelines on securitization, which re- 
quired amortization of profits over the 
tenure of the transaction, thereby re- 
moving the upfront profit booking in- 
centive. The guidelines also required 
the originator to split the transaction 
credit enhancements into three com- 
ponents: first loss facility, second loss 
facility and liquidity facility. In India, 
the originators normally provide 
these facilities, and the guidelines re- 
quire the first loss and the second less 
credit enhancements to be reduced 
from capital funds. The liquidity facil- 
ity would attract a 100% risk weight. 
Only in case the second loss facility is 


provided by a third party, would it 
carry a 100% risk weight. The intro- 
duction of Sebi guidelines on the list- 
ing of securitized debt in May 2008 
will bring transparency and liquidity 
in the market through development of 
secondary market, which will further 
propel the growth of securitization 
market. 

The subprime crisis had its roots 
in excessive lending to the subprime 
sector based on expectations of contin- 
ued rise in property prices rather than 
on the obligers’ ability to pay. This 
was compounded by the excessive use 
of the ‘Originate and Distribute 
Model’. The Indian securitization 


Motivations Behind Securitization 





+ To meet the priority sector lending tar- 
gets: Many banks have been investing in 
the securitized pools which qualify for pri- 
ority sector to meet their required targets. 
Securitization presents a simple and ef- 
fective way to do so. : 


* To build the loans book: Banks with lim- 
ited branch network can invest in the retail 
assets through securitization. This can 
save them lot of cost and is a quick way 
to build their asset book. Further, many 
banks may want to understand the be- 
havior of various new asset classes by 
investing in them through this route with- 
out putting in place the whole system re- 
quired to do the lending in such asset 
class. 


> Robust performance of securitization 
in India with no reported defaults: The 
performance of the securitization trans- 
actions has been very good. No rated re- 
tail asset securitization paper has de- 
faulted in the Indiam market till date. 


+ High yield to the investor: Investment in 
to the investor over corresponding similar 
rated instruments. | 

* Asset liability management: Investors 
can deploy their funds to match their 
cash flow and maturity requirements. In- 
strument can be structured to meet in- 
vestors requirements. 
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+ Alternate source of funding: 
Securitization is a tool to convert illiquid 
assets into marketable assets, thereby act- 
ing as a source of funds. Over the last 
decade, Indian banks, HFCs and NBFCs 
have been using securitization process to 
raise funds and rmanage liquidity. 


æ Target rating: Securitization enables the 
entities to achieve higher rating on the 
securitized instrument than their stand- 
alone rating through credit enhancement 
mechanism. As most of the securitized 
instruments carry the highest rating, it im- 
proves their marketability and helps origi- 
nators raise funds quickly at a lower cost. 


> Capital relief: Securitization may lead to 
capital relief if the credit enhancement is 
lower than the capital adequacy require- 
ment. 


> Promotes specialization: Securitization 
enables specialization by dividing various 
financing activities from sourcing to ser- 
vicing in the value chain. While some enti- 
ties may specialize in originating, some 
others may specialize in funding. 


market, contrary to this, consists pre- 
dominantly of prime loans based on 
robust underwriting standards? 
simple structures and low LTV ratios. 
Also, the Indian securitization mar- 
ket depends less on the originate and 
distribute approach. The regulations 
in India are also stricter. 

Indian securitization market has 
seen more than 400 ABS and MBS 
transactions till date. India has not 
seen a single default in securitized in- 
struments. There are few downgrades 
that have happened in the recent past, 
but most of the securitized pool are 
performing well. 

The role of rating agencies in rat- 
ing securitization transactions is cru- 
cial, and the rating approach is prima- 
rily to assess the adequacy of credit 
enhancements to withstand the worst 
case scenarios developed by superim- 
posing the AAA rating probability of 
default scenario (since most transac- 
tions are AAA-rated) on the base case 
scenario arrived after static pool 
analysis and further adjusted for 
portfolio composition and economic 
outlook. The recent IOSCO guidelines 
also require the rating agencies to im- 
prove the transparency in the ratings 
of securitized transactions. 

CARE Ratings has rated ABS/ 
MBS pools aggregating to more than 
Rs 10,000 cr covering various asset 
classes, which include auto loans, 
commercial vehicle loans, construc- 
tion equipment loans, two-wheeler 
loans, personal loans and housing 
loans. There has not been a single 
downgrade in the CARE rated 
securitization transactions. All the 
pools so far continue to be comfortably 
placed in terms of low utilization of 
credit enhancements. Break-even col- 
lection efficiency and enhancement 
coverage for all the rated pools show 
that they are comfortably placed. 

Indian banks are expected to ben- 
efit immensely from the judicious use 
of the securitization tool to free capi- 
tal, generate liquidity and manage as- 
sets and liabilities. в 
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Public Sector Banks 


The Road Ahead 


he Indian banking sector has 
witnessed phenomenal growth 
over the last few decades, espe- 
cially after the bank nationalization in 
ы. The branches/offices of Sched- 
uled Commercial Banks (SCBs) grew 
from a modest level of 8,262 in 1969 to 
60,189 in 1991, and further to 74,326 
in 2008. Within the SCBs’ space, Pub- 
lic Sector Banks (PSBs) continue to 
hold a dominant position. The PSBs’ 
importance is discernible in terms of 
their geographical spread and their 
participation in developmental pro- 
grams and national priorities. Despite 
intensified competition from private 
and foreign banks, the PSBs accounted 
for about 87% of SCBs’ branches by 
March 2008, while their share in the 
aggregate deposits and advances was 
74% and 73% respectively. 


Banking sector reforms: An 
P ala 

The financial system in India during 
the pre-reform period was highly regu- 
lated and financially repressed. The 
system was characterized by a com- 
plex structure of administered interest 
rates, low efficiency in fund utilization, 
high levels of statutory preemptions, 
directed lending, low organizational ef- 
ficiency and lack of competition. Con- 
sequently, these factors, together with 
poor lending strategy and inadequate 
risk management practices, impeded 
banking growth and affected the viabil- 
ity and profitability of the banks. This 
was starkly reflected in the fact that the 
average return on assets in the second 
half of the 1980s was only about 0.15%, 
while capital and reserves averaged 
үш 1.5% of assets. Тһе rapid growth 

of Non-Banking Financial Companies 
(NBFCs) since the early 1980s could be 
viewed as a direct offshoot of the imper- 
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fections and inadequacies of the com- 
mercial banking system. 

Pursuant to the Narasimham 
Committee recommendations (1992 


and 1998), a comprehensive set of re- 
forms were put in place. These reforms 
gradually led to an overall efficient and 
stable banking system. Some of the 
major reforms included the disman- 
tling of the interest rate controls, 
sharp reduction in reserve require- 
ments, introduction of prudential 
norms relating to capital adequacy, ac- 
counting, income recognition, provi- 
sioning and exposure norms, and tap- 
ping of capital market by the PSBs 
with floor for government ownership up 
to 51%. Taking a step further towards 
providing more operational autonomy 
to banks, the concept of Prime Lending 
Rate (PLR) was introduced in April 
1997. Prudential norms relating to 
Basel II, securitization, debt restruc- 
turing mechanisms, and guidelines on 
KYC/AML were gradually introduced 
to meet the international standards. 
Banking reforms in India is a mix of 
the elements of continuity and change 
implemented in line with global stan- 
dards and norms. 


Impact of reforms on PSBs 

The PSBs have been performing rea- 
sonably well in the post-reform period. 
More importantly, the reform process 
in the PSBs marked a paradigm shift 
from mere social banking to a better 
mix of business resulting in more effi- 
cient and profit-oriented industry. 
Some of the positive outcomes of the 
banking reforms include allocative ef- 
ficiency, better resource mobilization, 
improvement in profitability, produc- 
tivity and asset quality, adoption of 
risk management skills, and intensi- 
fied competition and goodwill. 

The data, detailed information and 
incisive analysis available in the vari- 
ous issues of “Report on the Trend and 
Progress of Banking in India, Statisti- 
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cal Tables Relating to Banks in India” 
published by the Reserve Bank of India 
(ВВГ and “Performance Highlights” 
published by Indian Banks’ Associa- 
tion (IBA) clearly bring out that the 
PSBs have undergone remarkable 
changes in the business. Banking 
transformation is clearly reflected in 
terms of the steady improvement in 
Capital to Risk Assets Ratio (CRAR), 
the reduction in the level of both gross 
and net NPAs, the improvement in the 
operating profit to asset ratio, Return 
on Assets (RoA), productivity, profit- 
ability, etc. There have been equally 
impressive achievements in terms of 
enhanced reach and accessibility. But 
“setting standards is just the first 
step. maintaining them is the hard 
part” (Goodhart). With globalization 
gaining force, the PSBs must move full 
steam with larger scale of operations 
both within India and enhanced foot- 
prints outside. Towards this end, there 
has to be a renewed thrust on greater 
specialization by banks in different 
niches of the market such as retail, ag- 
гіс ілге, export and the small-scale 
and corporate secter; greater reliance 
on non-fund business such as advisory 
and consultancy services, guarantee 
and custody services; greater overlap 
in product coverage between commer- 
cial banks and non-bank financial in- 
termediaries; and greater financial 
disintermediation with large compa- 
nies accessing securitized debt domes- 
tically and from financial markets 
abroad. Financial stability can be im- 
proved by strengthening the financial 
infrastructure, enhancing competition 
and restructuring the weak segments 
of the financial system. 


Assessment of productivity and 
efficiency of PSBs in the post- 
reform period 

Growth in business 

Post-1991, the banks were gradually 
exposed to the rigors of domestic and 
international competition from private 
and foreign banks. Though competition 
fostered efficiency and productivity 
among the PSBs, it became a big chal- 
lenge to maintain their market shares. 
Notwithstanding the decline in share in 
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the assets, deposit and credit markets, 
the PSBs still enjoy the preeminent po- 
sition in the Indian banking industry, 
accounting for nearly 70% of the total 
assets and over 7296 share in deposits 
and advances ofthe industry as a whole. 
The competitive pressures in the 
economy have resulted in higher growth 
of deposits and advances among the 
PSBs, registering a manifold rise in 
business (March 2008) by more than 
four-and-a-half times than what it was 
in 1998-99, with a compounded annual 
growth rate of over 12% and 19% in de- 
posits and advances respectively. More- 
over, the credit-deposit ratio increased 
significantly from 46.63% in 1998-99 to 
73.25% in 2007-08. 
Profits and profitability 
By March 2008, the share of the PSBs 
in income and expenses declined to 
66.7% and 67.3% respectively, com- 
pared to 78.8% and 79.1% in 1998-99. 
However, it is important to note that 
the PSBs withstood the new challenge 
of greater competition. This is clearly 
reflected in the share of these banks in 
the overall profit of the banking indus- 
try. The PSBs’ share in net profits stood 
at 62% in March 2008. The reform mea- 
sures also resulted in improvement in 
the profitability ratios of the PSBs. The 
RoA increased from 0.28% in 1991-92 
to 0.42% in 1998-99 and further to 
0.88% in 2007-08. The listing of most 
PSBs also probably contributed to the 
improvement in performance. However, 
the RoA was higher in case of the pri- 
vate and foreign banks at 1.01% and 
1.82% in 2007-08 respectively. 

The Net Interest Income as a per- 
centage to total assets of the PSBs de- 
clined from 2.80% in 1998-99 to 2.15% 





in 2007-08, compared to 2.35% regis- 
tered for SCBs as a whole, 2.41% for pri- 
vate banks, and 3.79% for foreign 
banks. The spread of the PSBs has been 
generally affected by the increasing 
competition and the volatility in the in- 
terest rates, besides increased lending 
to rural economy, especially small and 
marginal farmers, small business, 
weaker sections, lending under differen- 
tial rate of interest, which give less re- 
turn to the banks as compared to com- 
mercial credit. 

Capital strength and asset quality 

The most notable achievement of the 
banking industry in the post-reform pe- 
riod is the sustained improvement in 
capital adequacy and asset quality. 
Capital adequacy ratio of the PSBs also 
markedly improved to reach 12.5% in 
2007-08 from 11.3% in 1998-99. Pri- 
vate and foreign banks had a capita 
adequacy of over 14% and 13% respec: 
tively in 2007-08. Remarkably, the 
capital adequacy ratio of all the PSB: 
was over 1096 in 2007-08, well above th« 
prescribed norm of 9%. This shows tha! 
the banks were able to consolidate th« 
capital cushion over the years, thank: 
to the various capital raising option: 
initiated by the RBI to help banks bol 
ster their balance sheets. 

On the asset quality front, despit 
the gradual tightening of prudentia 
norms, the gross NPA ratio has steadil; 
declined. This can be attributed to bet 
ter allocation of funds, facilitated by th: 
strong macroeconomic performance an 
various institutional strengthenin; 
measures initiated by the RBI. Th: 
gross NPA ratio of the PSBs, which wa 
as high аз 23.2% in 1992-93 and 15.99 
in 1998-99, declined to 2.2% in 2007-06 


Performance Parameters Against Benchmarks 





Performance Parameters 





Net interest Income to Total Assets 





Net NPA 





Intermediation Cost 








_ 1.54 


2.66 
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Driven by the improvements in loan 
loss provisioning and improved recovery 
management, the net NPA ratio also 
witnessed a significant decline from 
8.1% in 1998-99 to 1% in 2007-08, in 
line with the global standard of less 
than 1%. Given the fact that the assets 
of the PSBs constitute nearly three- 
fourths of the assets of the banking sys- 
tem, this trend manifests an overall 
positive impact of the reform measures. 
Operational efficiency 
Intermediation cost, defined as the ra- 
tio of operating expenses to total as- 
sets, has registered a steady decline 
from 2.29% in 2001-02 to 1.54% in 
2007-08, indicating improvement in op- 
erational efficiency. The steady decline 
in the intermediation cost of the PSBs 
шау be attributed to branch rational- 
ization, increased technological auto- 
mation, and also reduction in the estab- 
lishment costs in view of the Voluntary 





and failed institutions. 


Retirement Schemes. Cost-income ra- 
tio. another key determinant of opera- 
tional efficiency, also declined from 
65.9% in 1998-99 to 48% in 2007-08. 
Productivity 

The productivity of the PSBs distinctly 
improved in the post-reform period be- 
cause of the various measures, includ- 
ing the review and rationalization of the 
manpower resources, along with rapid 
growth in business. Among various pro- 
ductivity indicators, labor productivity 
indicators like business per employee 
and profit per employee are most com- 
monly used. While the business per 
employee increased from Rs 191.37 
lakh in 2001-02 to Rs 971.34 lakh in 
2007-08, profit per employee rose from 
Rs 1.10 lakh to Rs 5.41 lakh during the 
same period. These productivity gains 
can also be attributed to technological 
improvement as well as ‘peer pressure’. 
Branch productivity also recorded con- 
comitant improvements. The business 
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It is heartening to note that thanks to better 
regulatory prescriptions, Indian banks do not 
have any direct exposure to subprime mortgages 


per branch increased from Rs 31.24 cr in 
2001-02 to Rs 79.87 cr in 2007-08. How- 
ever, there is still immense scope for the 
PSBs to further leverage technology ac- 
companied by the rationalization of 
staff to improve productivity. 


Relative strength and resilience 
of Indian PSBs: Raising the bar 
While banks in India are more robust 
than their Asian counterparts in terms 
of several critical parameters, such as 
capital adequacy ratio, asset quality 
and earnings, there are issues of con- 
solidation, enhanced growth of top and 
bottom lines, capital raising, expanded 
financial inclusion and increased global 
footprints. Despite several limitations, 
the PSBs are seen to have outperformed 
the private banking and financial insti- 
tutions. 

It is heartening to note that thanks 
to better regulatory prescriptions, 


| 


Indian banks do not have any direct ex- 
posure to subprime mortgages and 
failed institutions and have extremely 
limited off-balanee sheet activities or 
securitized assets. With an overall 
capital adequacy ratio of 13% for com- 
mercial banks, the Indian banking sys- 
tem has not been severely dented, and 
there is no systemic concern. The chal- 
lenges have, however, highlighted the 
need to avoid mismatches in asset pric- 
ing, develop proper risk management 
and capital management, build quality 
assets, focus strongly on customers, 
manage costs effectively and adminis- 
ter credit efficiently. 

Given the challenges of differentiat- 
ing themselves from other banks, banks 
must utilize latest tools and techniques 
to protect their organizations against 
the credit crunch, streamline the pro- 
cess of credit disbursement, success- 
fully apply an effective credit manage- 
ment policy within the organization and 


appreciate customer psychology and ne- 
gotiation strategies in handling pro, 
tracted and difficult recovery cases, and 
engage in relationship building with po- 
tential clients to ultimately derive high 
profits by microfinancing new busi- 
nesses. 

Given the criticality of human re- 
sources development in raising the bar, 
it is necessary to develop a proper re- 
cruitment strategy and ensure that it 
dovetails with the identified objectives 
of banks to strengthen institutional 
skill levels, particularly in sales and 
marketing, service operations, risk 
management and overall human capi- 
tal. This can be done through appropri- 
ate recruitment, flexible compensation 
packages, suitable training, and an in- 
stitutional mechanism of recognition 
and reward. 


Developments in delivery 
channels and technology 
Post-liberalization, there was a rapid 
increase in banks and their branches in 
India. The branches of the PSBs, which 
were over 46,300 in 2001-02, increased 
significantly to 53,226 in 2007-08. 
More strikingly, the PSBs added over 
2,700 branches in 2007-08 alone. The 
share of the PSB branches in total bank 
branches (domestic) increased signifi- 
cantly from 70% in 2001-02 to 87% in 
2007-08. 

Computerization and progressively 
greater application of Information 
Technology (IT) transformed the bank- 
ing landscape in India, altering the pro- 
cesses and procedures of banking opera- 
tions. This shift from a traditional pa- 
per-based banking to electronic bank- 
ing resulted in higher productivity, 
rapid product developments, expansion 
in banking outreach and reduction in 
the intermediation costs. By end-March 
2008, nearly 94% branches of the PSBs 
were fully computerized. Further, the 
proportion of branches under core bank- 
ing solution increased rapidly to 67% by 
end-March 2008 from 44% in the previ- 
ous year, and the PSBs’ share in ATMs 
was 63% in end-March 2008. 

The introduction of IT in the PSBs 
has provided a menu of options for the 
customers, including ATMs, electronic- 
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based fund transfers, Internet, mobile 
and anywhere banking services, and a 
variety of cards, creating a new wave of 
techno-banking in India. However, to 
sustain the market share, the PSBs 
have to improve productivity and con- 
tain transaction costs. The PSBs also 
have to leverage technology further to 
close the gap with the private and for- 
eign banks and adapt to the changing 
market realities. 


Financial deepening and 
financial inclusion 

|The process of financial deepening has 
gathered pace in India with the bank as- 
sets to GDP ratio rising from 31.4% in 
the 1980s to 93.3% in 2008-09, credit to 
GDP ratio rising from 19.3% to 52.2%, 
deposits to GDP ratio rising from 29.8% 
to 72.0%, and M3 to GDP ratio rising 
from 39.0% to 89.5%. While these are 
impressive increases, the financial 
depth in India at 48% still continues to 
be among the lowest in the world and 
much lower than Indonesia (101%), Ko- 
rea (98%), the Philippines (91%), and 
Malaysia (166%), and much lower than 
developed economies such as UK 
(311%), France (147%), and Germany 
(313%). 

Despite the rapid growth in the 
banking sector over the years, a sizeable 
proportion of the households in 
Windia still lack access to the formal 
banking system. The PSBs play a major 
role in implementing the various mea- 
sures undertaken by the government 
and the RBI to increase the banking pen- 
etration in the country. With an elabo- 
rate branch network in rural and semi- 
urban areas, the PSBs accounted for 
88% of the no-frills accounts opened un- 
til March 2008. Other measures under- 
taken include the introduction of simple 
KYC norms, general purpose credit 
cards, promotion of Self-Help Groups, 
microfinance facilities and business cor- 
respondents and facilitators, and the 
application of IT through the use of 
smart cards and biometric ATMs. 


alobal operations 

‘India’s financial sector is generally 
sound, resilient and fairly liquid, and 
the financial infrastructure is also ro- 
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bust. But the report of the Committee 
on Financial Sector Assessment 
(CFSA) identified concerns regarding 
corporate governance in the cooperative 
sector, funding constraints of NBFCs, 
the lack of up-to-date data to gauge 
household indebtedness and serious 
gaps in the timely implementation of 
bankruptcy proceedings. 

The growing balance sheet size, ro- 
bust financial performance and the con- 
vergence of accounting norms with in- 
ternational practices have fostered the 
much-needed confidence in the PSBs to 
increase their overseas operations. 
However, the PSBs have a long way to 
go to attain global competency 
strengths and emerge as truly global 
players. 


Going forward 

The global financial crisis, which trans- 
formed the contemporary financial 
landscape, brought to the fore the inher- 
ent strength and resilience of the Indian 
PSBs. The banks in India, particularly 
the PSBs, continue to face stiff chal- 
lenges. There has, therefore, to be a 


greater thrust on risk management, 
risk transmissions and check on credit 
derivatives, restricting the spread of 
dislocation, repairing banks’ balance 
sheets through greater capital infusion 
and recapitalization, and rapid and in- 
formative disclosure to meet emerging 
challenges. 

The challenges of stiff competition, 
financial meltdown, recession and un- 
employment require: effective response 
to volatile and changing economic condi- 
tions; thrust on cross-selling to new and 
existing customer base for generation of 
new and stable revenue streams; en- 
hancing the budgeting and planning 
process; and undertaking scenario 
analysis to understand the impact of 
specific programs and plans and effect 
mid-course correction wherever neces- 
sary. While a broad spectrum strategy 
is necessary for success in these diffi- 
cult times, the focus has to be on tech- 
nology, marketing, infrastructure and 
human resources for further innovation, 
growth and value creation. 
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Role of Banks in Rural Development 


A Case for Public-Private Partnerships 


e hectic pace that India is wit- 
nessing in growth through ener- 
getic and vigorous efforts of gov- 

ernment and various other stakehold- 
ers will lose its momentum, if not ac- 
companied by holistic and all-inclusive 
growth of all the sectors of the economy. 
The juggernaut of growth has the intrin- 
sic challenge of hitting hurdles and 
stalling if the major sector of the Indian 
economy, the rural India, does not or is 
not made to participate in the changing 
paradigms of financial growth. 

A booming agriculture sector is the 
key to achieving sustainable higher 
rates of growth in the country. While in 
the 1950s, agriculture contributed 
about 56% to the GDP, its contribution 
has significantly declined to 25% to- 
day. According to the 2001 Census, 
67% of our population and 54% of the 
total workforce depend on agriculture, 
in one way or the other. One incremen- 
tal percentage of growth in agriculture 
leads to an additional income genera- 
tion of Rs 10,000 cr in the hands of the 
farmers, thereby increasing their dis- 
posable income and hence purchasing 
power. This increase in demand gives a 
push to the industry as well, which in 
turn raises the overall GDP growth. 

Indian agriculture is on the thresh- 
old of a radical shift in its structure, 
operations and aspirations. In addi- 
tion to the positive demographic 
trends which drive the increased con- 
sumer demand for high value food 
products, the inherent supply strength 
for key agricultural commodities, 
coupled with recent government spon- 
sored schemes and initiatives, have 
been the drivers of growth in the sector. 
The government initiatives are aimed 
at drawing private sector participation 
and have helped in the creation of a 
positive outlook and the much-needed 
vibrancy in the sector. 


96 | October 2009 | 





Tushar Pandey 
Executive Vice-President and Country Head, Strategic 
Initiatives and Advisory — YES Bank Ltd., New Delhi 





By agriculture, we commonly mean 
the farmer or the producer end. 
Agribusiness refers to the post-har- 
vest end where trade gets initiated on 
the produce. In addition, agribusiness 
also refers to the demand side end, 
where processed products are sold to 
consumers. Normally, in the interna- 


tional context, agribusiness refers to 
trading in processed products. India's 
share in the international 
agribusiness is negligible, though sig- 
nificant potential exists. India trades 
in food grains, soyameal, processed 
rice, polished pulses and a few other 
farm produces that are processed tc 
primary stages. Hence, in India's con- 
text, two points are noteworthy: 

+ Development of agri-infrastructure 
to bring in efficiency in handling 
storage and transportation of agri 
produce and products is essential 
and 

« Development of innovative mecha 
nisms for the financing of macro t« 
micro level projects through bank: 
and private sector. 

If we activate agribusiness, we giv! 
momentum to the pace of the growth o 
the economy. There is a high correla 
tion between agricultural growth am 
industrial as well as overall economi 
growth. “High agricultural growtl 
would be achieved only through invest 
ments in key agribusiness activities— 
agro-processing industries and agri-in 
frastructure projects both at macr 
and micro level.” For India to fully rea! 
ize its food and agribusiness potentia 
and be competitive internationally 
the development of agribusiness is 
fundamental necessity and it can onl 
be achieved by better financial inclt 
sion of rural India with easy access t 
all the banking products. Indian agr 
culture, as it exists today, has come 
long way from its former image of bein 
non-commercial and traditional in it 
methods of farming. 


Indian experience 

The landmark change in rural bankir 
was achieved when the scheme of sı 
cial control was adopted in 1967, and 
was given a boost by the nationaliz 
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tion of banks in 1969. With the nation- 
alization of banks, banks’ focus shifted 
to rural India, which constituted the 
bulk of the neglected sector. The Re- 
serve Bank of India (RBI), recognizing 
the need to have focus and directed ap- 
proach towards this neglected sector, 
created the Agriculture Refinance and 
Development Corporation (ARDC) in 
1975 with a vision to create a national 
level agency for agriculture credit. Soon 
thereafter, legislation was enacted to 
create Regional Rural Banks (RRBs), 
which had participations from Central 
and State governments and national- 
ігес banks. Later, ARDC was con- 
verted into NABARD, which was 
majorly drawing its line of credit from 
the World Bank. 

The nationalization of banks re- 
sulted in deeper penetration of the 
banks into | unbanked and 
underbanked centers, thus bridging 
the gap in the levels of economic 
growth. The penetration has also 
changed the attitude of the rural 
people and they have developed bank- 
ing habits. Thus, the banking sector 
has emerged as an important cog in the 
wheel of Indian growth juggernaut with 
inclusive and holistic social and eco- 
nomic growth. In bringing consistency 
and sustainability in the financial in- 
clusion of rural India, rural banking 
has become a thrust area for all banks. 
As an important participant in the de- 
velopment of the economy, commercial 
banks have developed strategies for fi- 
nancing the agriculture sector, which 
have a catalytic effect on the develop- 
ment process of the economy. The 
premise of creating infrastructure in 
rural India, for which credit mecha- 
nism has been developed, cam be 
achieved if we are able to create bank- 
able projects and invite private sector 
to participate in the growth. Banks are 
more than eager to identify and lend to 
opportunities, which create a win-win 
situation for all the stakeholders. 


Existing role of financial 
institutions 

Currently, the financial institutions 
are playing an important role in rural 
financing in India. On the contracting 


98 | October 2009 | 


front, financial institutions provide 
production credit tə the farmers due to 
the RBI's priority sector lending 
norms. These institutions also act as 
payment channels for companies and 
provide crop insurance products to the 
farmers. 

On the agricultural financing front, 
banks offer various banking products 
such as warehouse receipt financing 
and commodity-based financing for 
their clients (farmers). They also as- 
sess and evaluate the project viability. 
However, even theugh the financial in- 
stitutions in Indis have started provid- 
ing these facilities, there are a number 
of lacunae in the system vrhich need to 
be identified and dealt with. 

The first setback, whieh is perhaps 
the biggest one, is the conservative ap- 
proach of financial institutions to- 
wards agriculture. The primary reason 
behind lending tc farmers is in order to 
meet the PSL targets. Agricultural fi- 
nancing is not treated as equivalent to 
other financing avenues like the manu- 
facturing industries or the services sec- 
tor. Due to this approach, the financial 
institutions tend not to provide their 
services to farmers at the same level of 
commitment ard zeal as they do to 
their other customers. This has inad- 
vertently led to farmers not really ben- 
efitting from preducts like crop insur- 
ance, etc. Thus, there is a need to real- 





Mechanism of Developing the Bankable Projects 


ize the increasing importance of agri- 
culture, and in particular contract 
farming, which provides a channel td 
link up the financial sector with the 
farmers. 


The way ahead 

The banks need to review their outlook, 
which is restrained and conservative, 
towards achieving social inclusion 
through competitive strategies. YES 
Bank has been a pioneer in this regard 
with some innovate and out-of-the-box 
thinking for achieving the objective of 
providing credit to farmers not only in 
targets but also in spirit, YES Bank 
has been awarded the prestigious 
Euromoney — Trade Finance “Deal of 
The Year” award for a structured and 
innovative Rural Financing solution in 
providing loans to over 2,000 nomadic 
honey bee farmers, thereby facilitating 
financial inclusion in the state of 
Jammu and Kashmir. YES Bank was 
the only Indian private sector bank to 
have won this award as the lead ar- 
ranger out of a total of 367 deals pre- 
sented across 30 countries. 

More such win-win situations can 
be achieved through better connect 
with the large population segment 
through better marketing strategies. 
Banks have a lot of opportunities tc 
explore, and sustainable interventions 
can be developed for achieving far bet- 
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ter results than that have been re- 
flected in the ratios. Therefore, the 
Е private partnership’ approach 

etween private sector initiatives and 
government initiatives is becoming 
very crucial. 


Changing roles 
With the fast changing roles of different 
stakeholders, the role of banks has also 
changed in the context of agriculture. 
Now, banking has gone beyond the tradi- 
tional definition of lending and borrow- 
ing. The role of banks has changed to 
that of knowledge providers through the 
rotation of the concept of knowledge 
banking, beyond the normal production 
financing and insurance products offered 
by the banks. Thus, banks are evolving 
knowledge-based products for their cus- 
tomers across all sectors and agriculture 
has been one of the important sectors 
given the importance of RBI compliance 
of priority sector lending. 

As the agriculture sector is subject 
to infrastructure and knowledge deficit, 
the emerging banks have the backing of 
knowledge experts from various sectors 
who are well-equipped to provide expert 
advice to the client, thereby helping 
them in choosing a viable investment 
option. In addition, the knowledge 
banking approach has enabled the 

anks to assist farmers and agri-entre- 
preneurs by developing suitable bank- 
able agribusiness projects through ad- 
equate private sector participation. 
Further, the knowledge banks also as- 
sist in assessing and evaluating project 
viability, risk assessment and neces- 
sary guidelines for adequate land use 
planning for the farming community. 
This is as a result of the changed financ- 
ing approach of banks towards the sec- 
tor, whereby agricultural financing is 
being treated as an equivalent to other 
financing avenues. 

The role of government is also very 
crucial in the overall process of creating 
rural infrastructure. The development 
of a proper institutional mechanism/ 
framework is very important to safe- 





YES Bank has been the advisor to the Govern- 
ment of West Bengal and successfully completed 
the Vision-2011 for the development of the 
state agricultural marketing systems. 
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guard the interests of both the farmers 
as well as the corporate. There is the 
need for suitable laws and an efficient 
legal system to execute a transparent, 
participatory, comprehensive and flex- 
ible contract. There is also the need to 
be aware of the unintended conse- 
quences of regulation and avoid the ten- 
dency to overregulate. An institutional 
arrangement to record/register all con- 
tractual arrangements to promote con- 
fidence between the parties and also 
help in solving any dispute arising out 
of the violation of the contract needs to 
be put in place. Further, the dispute 
settlement machinery—a single tier 
regulatory authority for keeping records 
at the district level—should be in place 
for resolving any dispute and for con- 
tract enforcement. 


Mechanism for developing 
bankable projects 

A project-based approach in the rural 
sector will not only allow the micro sec- 
tor (farmers/small holders) to link to 
the SME (agro-processing) and the 
large-scale segment (through product 
offtakes) but also extend the commer- 
cial bank financing to this sector. So 
far, commercial banks have ventured 
into agrarian financing only under the 
blanket of covering their priority sector 
lending requirements. But by develop- 
ing viable projects, extending agricul- 
tural credit can be perceived as a prof- 
itable venture on a stand-alone basis 
by commercial banks, with priority 
sector coverage giving additional re- 
turns. Under this framework (as de- 
picted in the Figure), the micro sector 
stakeholders are linked together 
through a project. 

Developing a viable and bankable 
project is the key to the successful 
implementation of the above model. 
This requires technical and financial 
expertise which is not in the skill set of 
micro-stakeholders. Developing an 
SPV also involves a special activity 
set. Specialized knowledge banks have 
an in-depth understanding of the In- 
dian agri sector as well as the demand 
side linkages to national and interna- 
tional corporate level and should be 
actively involved in this process. 
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There is a need to develop a vision and 
implementation framework for Public- 
Private Partnership (PPP) in Indian agri- 
culture across the food value chain, espe- 
cially on the production front. Therefore, 
the following steps become crucial for the 
overall development of the infrastructure 
through macro and micro projects on PPP 
in rural India. 

¢ Developing proper PPP institu- 
tional mechanisms for agriculture 
sector such as contract farming; 

¢ Defining the commodities and area 
under contracting to avoid any 
sustainability issues; 

+ Assisting in creating an appropriate 
legal framework; 

+ Database development (farmers, 
crops, pricing, land mapping— w.r.t 
contracts); 

¢ One of the major challenges faced by 
the banks is to fix the title of the 
land, as there are no sacrosanct 
documentary proofs to the charge of 
the land. The situation is com- 
pounded due to the involvement of 
multiple agencies and authorities 
which creates many loopholes; 

¢ Institutional mechanism for tap- 
ping the inflow of cash of the farm- 
ers; 

¢ Scientific method for assessing the 
creditworthiness of the rural entre- 
preneur/farmer/developer; 

¢ Proper marketing of the banking 
products and schemes; 

¢ Scientific methods for risk mitiga- 
tion; and 

$ Encouraging endeavors which have 
employment generating and 
sustainability features, such as ru- 
ral tourism and ecotourism. 
Therefore, the future vision strategy! 

is very crucial for developing a proper 
mechanism for integrating the needs of 
rural India with the needs of the private 
sector for achieving holistic and all-in- 
clusive growth of rural India.s 





Disclaimer: The views expressed here are the author's 
own and do not necessarily reflect the views of the 
organization he represents. 
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Ш MONETARY MUSINGS 


Inflation Turns Positive 


For Better or Worse? 


uch against the predictions of the 

pundits that as the impact of the 
base effect on inflation remains in force 
till end October, the year-on-year infla- 
tion shall continue to be in the negative 
zone till end September—the whole- 
sale price index-based inflation turned 
positive, that too, well before the base 
effect wore off. 

After remaining in the negative 
zone for the last 13 weeks, inflation has 
risen to 0.12% for the week ended Sep- 
tember 5. Of course, it was not totally 
unanticipated: the surging food prices, 
coupled with the poor performance of 
the monsoon early in the season and the 
resulting speculation about the likely 
shortfall in production, have all cumu- 
latively raised the index for primary 
food articles to 14.67% and that of 
manufactured food products to 9.21% 
from end March. As these two consti- 
tute 27% of the wholesale price index, it 
is no wonder that inflation has turned 
positive much earlier than anticipated. 

That aside, with the governments 
across the globe propping up economies 
by resorting to massive deficits and cen- 
zral banks cutting interest rates sub- 
stantially, many even touching zero, 
and the resultant revival of economies 
being reported from various parts of the 
globe, what is now more worrying is the 
prospect that the prices of manufac- 
tured products and commodities as well 
may rise faster than anticipated. 

And, India is no exception to this 
phenomenon. The market borrowing 
program of the government has already 
been hiked to unprecedented levels 
since September 2008, and with the 
government's gross market borrowing 
budgeted az Rs 4,51,093, it is all set tc 
rise to gigantic proportions—an in- 
crease of 4796 over 2008-09, on top of the 
8296 increase in the year 2008-09. 

Indeed. the complexity of such a 
huge borrowing program becomes evi- 
dent from what the Governor of the RBI 
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said: “The increased fiscal deficit had 
raised the size of government borrowing 
significantly and that the RBI will en- 
deavor to manage this as in the past in 
as non-disruptive a manner as pos- 
sible." Based on the analysis of the data 
from securities market and banking 
trends, it is argued that the successful 
completion of the government's borrow- 
ing program warrants considerable 
monetary easing, if not monetization of 
the deficit. 

Encouragingly, the government has 
made its intentions clear by announcing 
that it does not want to monetize the 
fiscal deficit. That the government bor- 
rowing has more than doubled just in 
two years should, in the normal course, 
lead to hardening of interest rates. But 
the ongoing active usage of open market 
operations by the RBI to enable a 
smooth and non-disruptive conduct of 
the borrowing program does not fore- 
bode such immediate hardening of in- 
terest rates. Now reverting to inflation, 
it must be admitted here that such a 
huge borrowing by the government does 
not augur well for containing inflation. 
This is what might have prompted even 
C Rangarajan to say: ^The RBI particu- 
larly has to guard against inflation." 

Now, in a typical textbook-pattern 
reaction, the RBI may rescrt to monetary 
tightening. But one section of economists 
argue, and perhaps rightly, that with the 
growth in credit offtake languishing at 
15%, as against 25% of last year, and the 
economy yet to be back on the high 
growth trajectory, it is not advisable for 
the central bank right now to hike the 
key policy rates. Secondly, it is argued 
that the experience of the nation tells us 
that the rising food prices had responded 
better to measures meant for improving 
its supply side legistics rather than the 
monetary policies of the RBL 

In the light of these arguments, 
many fear that monetary tightening 
may not be the right choice now to tame 


inflation. On the other hand, it may 
even prove to be counterproductive to 
credit growth and, in turn, to the revival 
of growth in economy. With huge govern- 
ment borrowings in the pipeline, it is al- 
ready feared that it may result in 
'crowding out' of investment. 

The irony of the situation is that at 
the same time, the RBI cannot afford tc 
be ignorant of the fact that with many 
parts of the world reporting improved eco- 
nomic performance, commodity prices are 
certain to harden. It must also bear in 
mind the surging inflows of foreign capi- 
tal—both under FDI, which is expected tc 
be $20 bn for the current year, and invest: 
ment by FIIs in the stock market. 

These conflicting demands—tam: 
ing of inflation and simultaneously ad: 
dressing the growth needs—are well set 
to challenge the wit of the RBI and it: 
policies in the immediate future. One 
‘quick-fix’ kind of solution is perhaps t 
revisit one of its earlier practices—im 
posing selective credit control mea 
sures. Imposition of sector-specifi 
guidelines to banks in terms of 6121 
margins and increased interest rate: 
can restrict the flow of credit to trader: 
in food products and thereby eliminate 
speculative hoarding and trading. Tha 
may in the short run tame the inflation 
or at least would not fan inflation fur 
ther, while keeping the credit flow in 
tact for investment and growth. 

This time around, to successfull: 
complete the government's huge bor 
rowing program that aims at providin; 
stimulus to the economy without dis 
rupting the markets, the RBI needs t 
be agile in timing its ‘exit strategy —as 
certaining whether growth "is a part c 
sustainable recovery" or an outcome c 
the short-term impact of the fisca 
stimulus—and conduct itself in syn 
with the fiscal policies.s= 


— GRK Мий 
Reference # 01M-2009-10-17-1 


| Chartered Financial Analys 


OUR SPECIAL FEATURES 


ATM SERVICE 


SMS BANKING 


FOREX BUSINESS 


INSURANCE BUSINESS 






AVAIL HIGHER INTEREST 


INTEREST INTEREST 
юзюне | ss | бїбї [7o 


senior Citizens, Regd. Societies, Educational Institutions, Credit Societies, Trusts Will 
get 72% more Interest on deposit above one year. 











FINANCIALS AS ON 18.9.2009 
Paid up Reserve & Deposits Investments Loans & Working 
share Capital Other Funds Advances Capital 


Shri. Subhash S. Deshmukh Shri. Shankarrao J. Bhoite Smt. Lata S. Deshmukh і. Kishor В. shingare 
Chairman Vice-Chairman Director C.E.0 










H.0. :103, Trade Corner,Sakinaka Junction, 
Andheri (East), Mumbai - 400 072 

Fax : 2852 4500 Tel. : 28520369/8714 
E-mail:ho@sdcbank.in Website: www.sdcbank.in 





Bank 


Xd OPE es 
sshmukh Co-C 


BANKING SPECIAL 





IndiaPay 


An Emerging Financial 
Payment Gateway 


he financial world is undergo- 

ing a major change in the way 

the business is defined, con- 
dueted and settled. Information tech- 
nology has played a major part in trans- 
forming the entire scene. A decade ago, 
the cheque clearing mechanism was the 
area which was looked at by the general 
public in awe. 

They were amazed as to how the 
cheques reached the other bank 
branches and how there was hardly any 
issue related to receiving the payment. 
The settlements were straightforward 
since the timelines were defined and 
most of the settlements were simple. 

Complexities were slowly intro- 
duced with the expansion of АТМ and 
credit cards. The banks started having 
tie-ups, co-branding of cards was 
started, multiple partners were intro- 
duced, intercity acceptance of cards 
started, and then the Core Banking So- 
lutions (CBS) were implemented. 

Introduction of CBS was a trigger 
that raised the expectations, amd the 
technology was driven to deliver the ‘im- 
probable' of the earlier decade. Payable 
at par cheques and ATM network intro- 
duced automated reconciliation 
amongst the branches, which was fur- 
ther extended to ATM payments 
through the other bank ATMs. This in- 
troduced the element of interbank 
settlements. 

Parallel to this, the RTGS became a 
reality and the timelines started crum- 
bling. The settlements between the 
banks happened the same day, vrhereas 
that of the ATM transactions started to 
be routed through shared networks. The 
stage was set not only for faster pro- 
cessing but also for faster settlement of 
transactions between different players 
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in the financial sectors. Multiple chan- 
nels for payment were opened for the cli- 
ents like Internet, mobile, debit cards, 
smart cards, point of sale, etc. along 


with the large expansion in card base 

The initiatives by the banks we 
isolated and the settlement mech 
nism was evolving, hence the delay a: 
unsettled entries were a major scour} 
Credit card cycle usually exceeded 
days and defaults by the custome 
were frequent. 

On the other hand, credit card tra: 
actions are a source of comfort and r 
enue to all the concerned parties. 1 
cardholder gets time to pay and C 
counts on some transactions, the m 
chant is happy not to deal in cash e 
impulsive purchases increase, the 
suer of the card gets commission fr 
the shopkeeper, and the acquirer 
gets a part of the commission for 
services. These are the components t 
most of the people are aware of. : 
component that goes to Vi 
Mastercard, and Diner, etc. is in 
form of switching fees. It is chargec 
every transaction and is remitted in 
eign currency out of India. 

In 2005, the Reserve Bank of I1 
(RBI) released a vision document in 
porating a proposal to set up an 
brella institution for all the ‘Retail | 
ment Systems' in the country. The 
objective was to consolidate and i 
grate the multiple systems with v 
ing service levels into nationwide 
form and standard business proces 
all retail payment systems. The c 
objective was to facilitate an afforc 
payment mechanism to benefit 
common man across the country 
help in financial inclusion. To acl 
this objective, the National Рауп 
Corporation of India (NPCD was i 
porated under Section 25 of 
Company's Act in December 200€ 
is aimed to operate for the benefit 
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the member banks and their custom- 
ers. The authorized capital has been 
begged at a very high level (Rs 300 cr) so 
that the company can create infrastruc- 
ture of large dimension and operate on 
high volume, resulting in payment ser- 
vices at a fraction of the present cost 
structure. NPCI would function as a hub 
in all electronic retail payment sys- 
tems, which are ever growing in terms of 
varieties of products, delivery channels, 
number of service providers and diverse 
technology solutions. 

Another goal being pursued by NPCI 
is to create a national card like China 

nion Pay (CUP) in China. CUP was a 

national agenda for a few years by man- 
dating all domestic transactions to be 
routed through the national card system. 
However, now CUP cards are accepted in 
26 countries. The card base is 1.8 billion. 
Bulks of the payments are made in 
China using CUP cards. The leading 
players are establishing tie-ups so that 
they are not excluded from the rapidly 
growing Chinese domestic market. 

Although it may not be possible to 
mandate such a transaction flow in In- 
dia, a domestic card such as IndiaPay 
card is not a distant dream if all banks 
work in a cooperative framework. NPCI 
can reach the scale of CUP by excelling 
in service quality and by offering the 
next generation products and services. 
This organization is responsible for set- 
ting up the infrastructure and laying 
down the processes and rules for opera- 
tions. This initiative is referred to as 
IndiaPay where all domestic transac- 
tions would be routed through the na- 
tional card system. 


Case for IndiaPay 


¢ Transaction switching for domestic 
transaction and routing the interna- 
tional transaction to the respective 
international agency will generate 
income for the foreign acquired 
cards and would save the fee on the 
cards issued in India. 
¢ The infrastructure would support 
the electronic transfer of funds 24*7 
y instead of the restricted 9 to 5 or 
even less. The process would be 
without human intervention and at 
the convenience of the customer. The 
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cost involved would be reduced and 
the income would grow with the 
availability of service round the 
clock. 

Making mobile payments would be 
supported and would be available 
at will. 

The initiative will make the issu- 
ance of the card comparatively 
cheaper for the banks and it would 
be issued to even the no frill account 
holders. This will further 
strengthen the financial inclusion 
efforts and the coverage would grow. 
Social responsibility towards tech- 
nology improvement would be ful- 
filled when a state-of-the-art tech- 
nology is implemented and the 
transactions routed through it. 
This initiative would lead to pro- 
tecting the domestic financial trans- 
actions data within the country. 
Though the setting up would be very 
costly, there would be cost reduction, 
since multiple setups would be 
avoided. This will also help in ensur- 
ing standardized processes and 
working. The efficiency would im- 
prove due to single source. 

A unified common payment associa- 
tion will reduce the settlement time 
and eliminate entries that are not 
settled. There would be smooth 
settlement for all card transactions 
since the authorization would be 
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from a single source. 


Critical success factors 

The initiative would match the best in 
technical and infrastructure standards. 
It would need the legislative and execu- 
tive support for success. The major 
players would be directed to issue 
IndiaPay cards and gradually replace 
all the cards. 

This would be a big logistics issue 
but it can be started by issuing only 
IndiaPay cards from a cutoff date along 
with all the renewals, add-on cards and 
replacements. It could be made compul- 
sory for certain types of customers, 
whereas for others a time-schedule 
could be given for exchange of cards. Co- 
branding for a limited period too could 
be thought of. The switching of all trans- 
actions will be mandatorily routed 
through IndiaPay. There could be sepa- 
rate settlements for customer transac- 
tions outside India. 

IndiaPay would offer secure pay- 
ment card processing, providing secure 
end-to-end infrastructure to authorize, 
capture and settle all transactions 
made through the various types of 
cards. Accepting payment cards with 
IndiaPay would be as safe as transac- 
tions effected through any international 
card.m 
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M PERSPECTIVE 


Lehman’s Fall 


Lessons to be Learned 


Markets may know better than regulators, but regulation of market 
behavior through effective supervision alone can preempt financial 


crises 





t is a year since Lehman Broth- 
ers—one of the venerable invest- 
ent banks from America’s Wall 
Street—collapsed. setting the global fi- 
nancial infrastructure aflame. Since 
then, it has destroyed trillions of dol- 
lars in public monies across the globe. 
Now, some are wondering, of course on 
hindsight, that if only the government 
had bailed out Lehman, markets would 
not have plunged into such a mess. A 
few are even questioning the wisdom of 
letting a bank of Lehman size fail, that 
too. in a globalized economy. Some, of 
course, comment that the US is right in 
letting Lehman Brothers fail, for capi- 
talism squarely rests on the principle 
of “the lure of wealth and the fear of 
bankruptcy.” Even otherwise, the glo- 
bal imbalances in debt and asset 
prices have reached such a point from 
which there is no scope for soft landing, 
argue others. There are a few others 
who argue that the collapse of Bear 
Stearns should have alerted the Fed 
and treasury to take urgent steps to 
backstop such a collapse. But the po- 
litical system being what it is, it may 
not always be easy to convince the Con- 
gress for deployment of public funds to 
guarantee private debts against ‘vul- 
nerabilities’. However, for a better un- 
derstanding of it, a relook at the ori- 
gins of the crisis is in order here. 


Origin of the crisis 

A true analysis of the origin of the crisis 
should trace a bundle of reasons for the 
global financial meltdown rather than 
one that culminated in the fall of 
Lehman: one, low interest rates main- 
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tained by the Fed under the leadership 
of Alan Greenspan for too long; two, re- 
pelling of Glass-Steagall Act of 1933 
that prevented the deposit-taking com- 
mercial banks from tying up their capi- 
tal in risky bets on securities; three, re- 
laxation in limits on leverage, granted 
by the Securities Exchange Commis- 
sion during 2004, that investment 
banks can undertake; and, four, un- 
bridled expansion of trading in complex, 
opaque derivative transactions to even 
systemically important financial insti- 
tutions. Finally, it is, of course, the bo- 
nus-driven compensation structure 
that made them exploit the opportuni- 
ties thrown open by the free markets to 
the hilt. 

Above all, there is another impor- 
tant reason behind the global meltdown 
which silently crept into the rational 
decision making of investors: vanishing 
of equity risk premium from the US 
markets. A study carried out by the 
Federal Reserve Bank of Minneapolis 
revealed that in the last four decades 
preceding the collapse of Lehman, lend- 
ers made as much return as the equity 
investors. During 1926-1970, US equity 
investors received a return of 7 percent- 
age points more than what bondholders 
had. But during 1982-1999, the same 
had fallen to less than 1%. Indeed, a 
study carried out by Credit Suisse re- 
vealed that equity investment in the 
US yielded almost close to zero return 
in real terms during 2000-08. This is 
quite contrary to the two centuries of 
expectations/experiences of the US in- 
vestors: since 1802, they have been en- 
joying a return im excess of an average of 


4% over government bondholders. 

It is this missing equity-premium 
that had impacted the globe worse—in- 
dividual investors started looking else- 
where for profits. The Asian crisis had 
only hastened people’s running away 
from investing in hard assets. Financial 
assets designed in the Wall Street had 
become the main attraction for inves- 
tors. The net result was the credit 
bubble. And with the increased flow of 
dollars from the Chinese exporters and 
from the petroleum-exporting countries 
into the Wall Street, the credit 
bubble—converting even subprime 
mortgages into securities and selling 
them to gullible investors as though 
they were as good as treasuries, duly 
aided by dilution of standards in terms 
of rating, absence of prudence, and 
above all an environment of lax-regula- 
tions—had only inflated further to gi- 
gantic proportions. Thanks to the Fed. 
as returns on these instruments got 
squeezed further, even the risk-averse 
investors boarded the bandwagon. 

As is natural, following such unruly 
growth in profits for even corporates 
from the Wall Street rather than from 
labor-linked assets, the credit bubble 
finally burst, making many penniless. 
while the governments and central 
banks across the globe got busy in 
pumping trillions of dollars—fiat 
money—into markets to first unfreeze 
the credit markets and then to offer < 
safety net to the collapsing financial ar 
chitecture. All this has certainly giver 
us immense comfort that we are nc 
longer falling! And today, we are ever 
being told that the worst is over and the 
shoots of growth are sprouting. Bu 
there are also a few questions: “Is thi: 
recovery durable?” “If not, does it ther 
mean a fall into a long-term liquidity; 
trap like the one Japan experienced ir 
the 1990s?” Of course, finding answer: 
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to these questions certainly calls for 

ew knowledge. But ironically, what is 
E. disturbing is that we do not seem 
to be interested in learning even from 
the existing knowledge. To better ap- 
preciate this phenomenon, let us take a 
peek at the basics of financial markets. 


Role of financial markets 
Financial markets are essential for the 
efficient allocation of scarce capital to 
the most productive uses. The financial 
institutions/markets collect the sav- 
ings of households and businesses and 
ee to households, businesses 
and government to finance additional 
consumption or investments. The usage 
of capital is, of course, many and di- 
verse. Obviously, they do vary in ex- 
pected outcomes and the risk thereof. 
But the market mechanism—competi- 
tion among alternative users of funds 
via prices offered and bid—is more 
likely to allocate capital to its best 
uses, taking into account both risk and 
return. In the process of allocation, mar- 
kets also pool up the incongruent infor- 
mation about various market partici- 
pants—of course, none of which depicts 
the full picture of the available invest- 
ment opportunities. These two func- 
tions are highly interdependent. 

That said, market experiences indi- 
cate that markets do not perform these 
{ two functions perfectly—there are limi- 
tations to aggregation of individual mo- 
tivations behind their transactions and 
also about the range of financial prod- 
ucts being offered by the markets. What 
it obviously means is that trading on 
risks and rewards under such limita- 
tions will not give the same results that 
would have been achieved from a fully 
informed market—a hypothetical 
model of an economist. Indeed, it is this 
constraint on information that moti- 
vates the varied behavior of market 
participants and the varied market fea- 
tures. All these imperfections would 
only mean: there is hardly any way to 
improve on market outcomes. 

Amidst such market imperfections, 
яга financial safety net is offered by gov- 
ernments, as is being done now to re- 
store confidence in markets, it would 
only further vitiate the pricing of risk by 
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the creditors to banks and banks’ very 
management of their own risks. It also 
makes financial institutions less 
averse to seeking greater leverage than 
it otherwise would, and such high lever- 
age by large institutions that are sys- 
temically important makes outcomes 
more catastrophic. Therefore, it is es- 
sential to have a matching regulatory 
supervision to arrest the inherent ten- 
dency of these institutions to take ex- 
cessive risk. 


Way forward 

Common sense, gained from the recent 
experiences, also tells us that a market- 
based approach has failed in safekeep- 
ing the financial institutions and it 
needs to be replaced with tougher regu- 
latory constraints. Yet some argue that 
tight regulations would only stifle fi- 
nancial innovation, which, while being 
detrimental to growth, may not be of 
great help in stemming a future crisis, 
for an element of risk-taking is the very 
core of financial intermediation. But 
Kenneth Rogoff of Harvard University 
rightly asserts that such an argument 
is dangerous. He argues that the finan- 
cial system needs fundamental reforms 
in regulation and governance, sooner 
and not later. He is categorical in de- 
claring that ‘restoring confidence’ 
through the safety net approach is all 
right, but what ultimately the system 
needs is “a system of global financial 
regulation and governance that merits 
our faith.” 

Lord Turner, Chairman of the UK’s 
Financial Services Authority, too raises 
quite a few unpalatable issues: one, 
that the responsibilities of FSA be 
shifted to the Bank of England; two, the 
excessive size of financial sector; three, 
the level of capital to be maintained by 
banks, particularly against their trad- 
ing activities, to cushion themselves 
from vulnerabilities; four, imposition of 
global tax on financial transactions; 
and, five, bankers’ pay. 

Even Ben S Bernanke, observing 
that the governance system of the finan- 
cial infrastructure owes the public 
“near-term, concrete actions to limit the 
probability and severity of future cri- 
sis,” stressed the need for “stronger su- 


pervisory and regulatory systems under 
which gaps and unnecessary duplica- 
tion in coverage are eliminated, lines of 
supervisory authority and responsibil- 
ity are clarified, and oversight powers 
are adequate to curb excessive leverage 
and risk-taking.” Another important is- 
sue that he raised, which merits utmost 
attention, particularly from G20 coun- 
tries, is: the “world is too intercon- 
nected for nations to go it alone in their 
economic, financial, and regulatory 
policies. International cooperation is 
thus essential if we are to address the 
crisis successfully. ...” 

It is also essential to take note of 
what Satyajit Das, the renowned au- 
thor of textbooks on derivatives said: 
“The sheer importance and size of de- 
rivative profits means that it will con- 
tinue to attract the best and the bright- 
est who will continue using derivatives 
to speculate, create off-balance sheet 
positions, increase leverage, arbitrage 
regulatory and tax rules and manufac- 
ture exotic risk cocktails.” 

The summum bonum of all this ar- 
gument is, financial institutions 
must be regulated—regulated they 
must be, but how, is an issue that 
needs to be sorted out through dili- 
gent intra- and intercountry political 
discussions. At the same time, 
America and China should learn a 
better way of managing the funda- 
mental imbalance in the global eco- 
nomic system, which in fact has been 
dubbed by many as the prime cause 
behind the global meltdown— 
America needs to realize that it can- 
not merrily borrow forever from the 
rest of the world to consume, and 
China must reform itself to encourage 
domestic consumption instead of 
stacking huge surpluses abroad. The 
biggest lesson that becomes obvious 
from the crisis is: finance capital 
works wonders only when comple- 
mented by the real economy, and this 
can be ensured only through prudent 
regulation of markets. If this learning 
does not reflect in our future behavior, 
we sure will be heading for another 
crisis.m 

— GRK Murty 
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Globalization of Indian Banks 





The Road Ahead 


n the context of the global economic 

crisis and the dismal performance 

and failures of banking goliaths 
across the world, the performance of In- 
dian banks has been seen as an oasis in 
the desert of gloom and depression. 
While large banks all over the world, es- 
pecially the ones from the western sec- 
tor, have turned out depressed 
financials/profitability, the aggregate 
net profit of PSU banks and private 
banks in India has increased by 43.88% 
for the December 2008 quarter (see 
Table). 

The fact that the Indian banks could 
remain insulated to a great extent from 
the overall impact of the global banking 
crisis can possibly be attributed te a 
series of factors. Ore of these could be 
the extent of globalization of Indian 
banking sector. Did Indian banks get 
the benefit of the incomplete process of 
global integration, which commenced 
two decades ago in the wake of a severe 
balance of payment crisis in the coun- 
try? If this is so, then the question 
arises—should Ind:an banks go ahead 
with the agenda of globalization? From 
a relatively small progress towards glo- 
balization, Indian banks have not 
gained as much from their global link- 
ages, and hence the fact that they have 
nct lost as much does not provide a con- 
vincing justification for their relatively 
inconspicuous presence in the ring. It is 
a fact that Indian economy as such has 
grown considerably, and its aspiration 
for becoming a major global economic 
power is too apparent to get ignored. 
Hence, globalization has not remained 
a mere option for the Indian banks; it 
has now become an imperative. Global- 
ization implies an ongoing process by 
which regional economies, societies and 
culture become integrated through a 
globe-spreading network of exchange. 
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Globalization is not merely a process. It 
is also a paradigm which requires rede- 
fining of rules, process and restructur- 
ing/rebuilding of institutions wherever 
necessary. 

The benefits of globalization have 
been well-known and are being increas- 


ingly recognized. On the one hand, while 
globalization has thrown up a series of 
opportunities, on the other, it has 
saddled the participants with a host of 
concomitant risks. The ability of re- 
spective countries to conduct interna- 
tional business and simultaneously 
manage the risks involved thereto 
would depend to a great extent on the 
soundness of their financial systems 
and the strength of the respective indi- 
vidual players. Keeping this in mind, 
the Indian banking system has pro- 
gressed to a great extent in the adop- 
tion of appropriate prudential, regula- 
tory, supervisory and technological 
framework, almost on a par with the in- 
ternational best practices, primarily tc 
fortify itself against the risks which 
may arise out of globalization. 


Reforms, resilience and stability 

The Indian financial system has had : 
long tradition of formal institutior 
building. At the time of independence 
India inherited a fairly diversifiec 
setup both in respect of institution: 
and markets. There was a gradual in 
crease in state control over the financia 
system, primarily marked by national 
ization of banks and insurance sector 
in a few phases. This process of en 
hanced state control continued unti 
initiation of the financial sector re 
forms introduced in the backdrop of : 
severe balance of payment crisis 11 
1991. These reforms were aimed at in 
creasing the stability and efficiency c 
the system. Towards this end, the regu 
latory and supervisory framework ha 
also moved in the direction of impartin 
greater freedom to both institution 
and markets in resource allocatior 
pricing and risk management. The e 
fect, however, has been uneven acros 
sectors, reflecting largely the differer 
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tial phasing in of sector specific re- 
forms, keeping in view their overall sys- 
temic importance. These reforms are 
not treated as isolated discrete events, 
but a complimentary and mutually re- 
enforcing process. The Indian banking 
sector was strengthened essentially to 
face the pressures which may arise out 
of the opening of the frontiers to the glo- 
bal players. The bamking sector was 
strengthened and opened in a cali- 
brated manner, while aiming at allow- 
ing the competition and simultaneously 
toning up efficiency and quality of ser- 
vices. The reform process was non-dis- 
ruptive and was marked by a consulta- 
tive tenor. The banks ard regulator 
acted in tandem to provide resilience to 
the banking system. The results, there- 
fore, are evident for everyone to see. 

My idea in highlighting the reforms 
in the Indian banking sector should not 
suggest in any manner that the Indian 
banks have gained all the strength they 
needed to acquire. The scale of opera- 
tions, volume handled and variety 
achieved all point to the fact that Indian 
banks are still far frem becoming global 


players. 


Challenges on the way 

The challenges in the form of various 
processes, structure and overall ap- 
proach have continued to engage the 
attention of the Indian policy makers. 
A brief review of these challenges will 
facilitate an overall assessment of the 
globalization of Indian banks. 

Let us begin with the response of 
Indian banks to Basel II prescriptions. 
Basel II provides an opportunity to 
banks for the refinement of risk man- 
agement systems and improvement in 


capital efficiency. While Basel I was 
concerned about credit and market 
risks, Basel II has focused on a larger 
number of risks. Banks im India are 
also moving from the approach of iso- 
lated risk management to an enter- 
prise-wide risk management system. 
As an important fallout of this en- 
deavor, some of the large diversified 
banking groups have already initiated 
measures for mergers/consolidation of 
entities within the group. While IDBI 
has already merged its DFI and retail 
banking outfits, State Bank of India 
has started this merger process with 
the completion of the merger of State 
Bank of Saurashtra and taking up the 
other associate banks by turn in the 
next few years. The increased capital 


The scale of operations, volume handled and 
variety achieved all point to the fact that Indian 
banks are still far from becoming global players. 


needs under Basel II are quite well- 
known to the banks, since they also in- 
clude operational risks. This means 
that the banks have to shore up capital 
not only for Basel II compliance but 
also for the balance sheet growth. The 
prescriptions under Basel II have also 
ushered in a transition from the tradi- 
tional measure of capital adequacy to 
an evaluation of whether a bank has 
found the most efficient use of its capi- 
tal to support its business. As a result 
of this transition, banks will need to 
adopt a more dynamic approach to the 
use of capital, in which eapital will flow 
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to its most efficient use. Although 
there may be a substantial gap from 
the desirables, it would be worth men} 
tioning that Indian banks have been 
able to make a relatively successful 
progress towards Basel II norms at a 
time when most major international 
banks have been deferring Basel II ob- 
jectives on some pretext. 

Corporate governance is a founda- 
tion for effective risk management and 
a sound financial system. Since a large 
amount of uncollaterized public funds 
are accepted and deployed by the 
banks in fiduciary capacity and since 
most of the banks constitute a part of 
the payment settlement systems, a 
good governance culture, building in 
appropriate checks and balances in 


| 


their operations, has become ап im- 
perative in the global scenario. Taking 
cognizance of the importance of thi: 
aspect for the Indian banks, legal pre 
scriptions for ownership and gover 
nance of banks in Banking Regulation: 
Act 1949 have been duly supplementec 
by regulatory prescriptions issued bj 
the Reserve Bank of India (RBI) fron 
time to time. Compliance with Interna 
tional Accounting Standards to achieve 
a synergy between financial reporting 
and prudential supervision is anothe! 
important challenge not only for the 
banks but also for the regulators acros: 
the world. In this context, we can look a 
the derivative activity in the banks i1 
India which has been increasing аб: 
considerable pace. While the risk man 
agement framework for derivative trad 
ing (particularly more in respect o 
structured products), a relatively nev 
area for the banks in India, has bee 
attempted to be put in place, the nea 
absence of clear accounting guideline 
in this area is a matter of serious con 
cern. The Institute of Chartered Accour 
tants in India is understood to hav 


| Chartered Financial Analys' 


BANKING SPECIAL 
A МАМАМ SELA 


been working to evolve the appropriate 
accounting standards for this purpose, 

ut adoption and implementation of 
these standards is expected to take 
some more time. 

Technology is a key driver in the 
banking industry, which creates new 
business models and processes and 
also revolutionizes the distribution 
channels. Investment in technology 
has a direct bearing on the market 
share in the present context. Adoption 
of technology enhances the quality of 
risk management systems in the 

banks. However, the banks have to en- 
к... that maximum advantage is 
drawn from the investments in tech- 
nology and wasteful expenditure on ac- 
count of uncoordinated and piecemeal 
technology, as also adoption of inap- 
propriate/obsolete technology, is 
avoided altogether. It is quite hearten- 
ing to note that in the area of technol- 
ogy, Indian banks have done a great job 
during the current decade, but there 
are still miles to go before the real ben- 
efits of technology transformation can 
reach the consumers. The other chal- 
lenges for the Indian banks in their 
march towards globalization include 
capacity building through a compre- 
hensive corporate development initia- 
tive aimed at skill development and 
increasing ability to handle volumes. 

Managing outsourcing risks is an- 
other area which can give rise to a se- 
ries of risks, such as strategic risks, op- 
erational risks and reputational risks. 
Accordingly, the banks are not ex- 
pected to outsource any activity that 
would result in their internal control, 
business conduct or reputation being 
diluted or weakened. The upside of glo- 
balization of Indian banks is the fact 
that the challenges which appear to 
impede their march towards the global 
arena are also the opportunities for 
them to prepare themselves through a 
mix of restructuring and reprocessing. 


Global visibility: A reality check 

As a part of the foreign operations of an 
Indian bank, I feel there is a need to look 
аё this entire globalization process 
from more than one perspective. Ques- 
tions need to be asked as to whether 
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and how Indian banks are viewed 
abroad. Do they account for a good share 
of business that is available? Are they 
in a position to leverage their corporate 
strength to seek a meaningful presence 
in the market they are operating? Have 
they expanded their customer focus be- 
yond ethnic Indians/Asians? Does inter- 
national business have a meaningful 
share in the overall balance sheet? 
Physical presence of Indian banks 
in the global markets has been at- 
tempted since the time right after in- 
dependence. Despite this, the number 
of foreign offices of Indian banks in the 
global market is extremely low. State 
Bank of India with its 92 offices in 32 
countries is accounting for a very large 
share of global presence of Indian 
banks. The 92 offices of SBI comprise 
37 branches, 5 suboffices, 8 represen- 
tative offices, 35 branches of subsid- 
iaries, 3 managed exchange companies 
and 4 joint ventures, thereby register- 
ing its presence in all time zones. ICICI 
Bank currently has subsidiaries in the 
UK, Russia and Canada, branches in 
the US, Singapore, Bahrain, Hong 
Kong, Sri Lanka, Qatar and Dubai In- 
ternational Finance Center and repre- 
sentative offices in the United Arab 
Emirates, China, South Africa, 
Bangladesh, Thailand, Malaysia and 
Indonesia. Their UK subsidiary has es- 
tablished branches in Belgium and Ger- 
many. Although SBI and ICICI Bank 
have been making serious endeavors in 
this direction by opening branches and 
subsidiary banks, creating JVs, and 
managing joint operations with other 
banks in America, Europe and Asia, 
such initiatives from the other banks 
are not significant. Besides the above, 
Bank of Baroda, Bank of India, Punjab 
National Bank and Indian Bank are 
amongst the few Indian banks which 
have established a few offices in foreign 
centers. Therefore, visibility of Indian 
banks in foreign countries needs to be 
given priority. In the current scenario, 
when most of the American and Euro- 
pean banks have suffered a liquidity 
crunch and have deteriorated in value, 
this is probably the right time when 
major Indian banks can consider grow- 
ing inorganically by acquisitions based 


on sound financial analysis and desired 
due diligence. 


Way ahead 

The business models of foreign offices of 
Indian banks also need to be reconsid- 
ered and restructured, whereby the fo- 
cus be shifted to their self-sustenance 
and enhanced profitability by substan- 
tial reduction in cost of funds. Customer 
focus of most of the Indian banks 
abroad historically has been towards 
persons of Indian origin or NRIs. This 
has to be expanded to include custom- 
ers across the board. The key enabling 
factors for this will be technology at par 
with the best banks located in the mar- 
ket. Simultaneously, the workflow pro- 
cedures, which sometimes replicate 
that of the domestic branches, need to 
be rationalized and made customer- 
centric. All these actions must also be 
supported by a sustained publicity 
campaign in a variety of media. It is 
needless to emphasize that while mak- 
ing an attempt to make themselves vis- 
ible in a foreign market, the primary 
need for being fully compliant with the 
respective regulatory norms has to re- 
main paramount. Over a period, the 
regulators have become extremely cau- 
tious with all banking entities, and for- 
eign banks are always subjected to en- 
hanced compliance standards. One of 
the important fallouts of the current 
banking crisis has been the erosion of 
customer confidence in most of the 
banks which were visible so far. This 
also provides the Indian banks a valu- 
able opportunity to fill in this gap and 
make a permanent visible presence in 
the respective markets. 
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Banking Sector 


Future Perfect 





Indian banks have not only withstood the financial turbulence from 
western markets but also improved significantly during the crisis. 
Important financial parameters indicate that the domestic banking 
sector has remained healthy and profitable despite the worst of times. 





he financial crisis that erupted 

in the US has had its aftershock 

on both the developed and devel- 
oping economies of the world. The fail- 
ure of a number of banks in the US, UK, 
Belgium, Russia and Spain, etc. im- 
pacted their economies severely. During 
2008-09, the US alone witnessed 60 
banks failures, costing $25 bn. Despite 
pumping hundreds of billions of dollars 
to stabilize the sector, a study on the 
banking sector stress highlighted a 
shortfall of another $75 bn for banks to 
have adequate capital level. With the 
global financial crisis taking new turns, 
the map of banking is being redrawn ev- 
ery now and then. Nonetheless, India 
boasts bustling financial markets and 
a sound banking system. The Indian 
banking sector is well-placed compared 
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to its western counterparts, which are 
heavily depending on government bail- 
out and stimulus packages. 

The Indian banking industry is resil- 
ient to global shocks and seems to be on a 
strong fundamental base. It has not only 
withstood the financial turbulence from 
western markets but also improved sig- 
nificantly during the crisis. Important fi- 
nancial parameters indicate that Indian 
banks have remained healthy and profit- 
able despite the worst of times. The sec- 
tor has not experienced the kind of losses 
that financial institutions of other coun- 
tries have faced. Supported by the strong 
economic growth of the past, prudent 
regulations, absence of complex financial 
products and low defaulter ratio, the sec- 
tor managed to withstand the global fi- 
nancial turmoil. Indian banks have 


proved to be efficient users of capital а) 
compare positively with the banking st 
tors in other emerging markets : 
metrics like profitability and поп-р 
forming assets (NPAs). The sector ran 
at sixth position in terms of есеги 
productivity and soundness amo: 
emerging economies. According to t 
findings of an ASSOCHAM Financ 
Pulse (AFP) study, the sector was t 
best performing among the BRIC cot 
tries and ranked second in terms of c 
ratios and third in terms of profitabil 
ratios. 


Emerging landscape 

Banking in India has transformed its 
from a sluggish business to a dynar 
industry since the economic liberali 
tion of the 1990s. The mighty Pul 
Sector Banks (PSBs) virtually doi 
nated until the 1990s and enjoy 
strong system support and the bene 
of government ownership. They s 
hold about 7096 of the sector's ass 
Both private and foreign banks have 
cused on leaner retail banking ope 
tions, and are willfully moving av 
from the bank brand hub with more 
cus on other channels like online ba 
ing, mobile banking, RTGS syste! 
ATM, etc. New private sector bank: 
the country are leading from the fr 
with nifty technology and sophistica 
management, while the PSBs h 
well-documented processes, with n 
tiple levels of controls and approv 
and are more branch-oriented. 

The last decade witnessed a rem: 
able progress, and technology has m 
significant differences to the way Бап! 
operations are conducted. The banl 
infrastructure has grown significa: 
over 56,000 branches of both public 
private sector banks, and foreign play 
To strengthen the sector, policy ma 
have made notable changes, inclu 
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“A strong and resilient banking sector is necessary to support a vibrant economy and 
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sustainable growth.” 


Amid the global financial crisis, do you think the Indian banking sector 
is well-placed as compared to their western counterparts, which are 
depending on government bailout and stimulus packages? 
Prakash: Definitely, the Indian banking sector is better 
placed as compared to our global counterparts, on account of 
the overall conservative approach of the regulator and bank- 
ers and limited exposure to the three most dangerous asset 
classes in the banking system, namely, stocks, real estate 
and commodities. The basic separation between pure com- 
mercial banking and investment banking has helped our 
banks tremendously in this turbulent times, and added to 
that, the overall comfortable CAR has reduced the impact of 
non-performing loans to a great extent. 

Harsha: It is rather the insulation from the rest of the world 
that has resulted in the current stability in the Indian bank- 
ing sector. The three key pillars of Indian banking financial 
system—capital, liquidity and confidence—remain relatively 
stable: no major exposure to the troubled assets and stressed 
institutions in the advanced countries. 

Indian banks have more than 90% of loans and deposits 
belonging to the domestic category. Growth in domestic sav- 
ings (from 23.5% in FY02 to 37.7% іп FY08) also helped the 
sector in maintaining liquidity and sustaining investments, 
leading to steady domestic demand. Initially, there was some 
panic, leading to foreign banks and few private banks losing 
deposits to the PSU banks. However, currently the senti- 
ments are quite stable. 

Despite many positive developments in the recent past, the cost of 
banking intermediation in India is higher and bank penetration is far 
lower than in other markets. What is your view? 

Prakash: True, the cost of intermediation still remains high 
in the Indian banking system, but that is more to do with the 
model of ‘financial inclusion’, which our system has largely 
adopted. And with more and more unconventional ap- 
proaches towards financial inclusion being adopted, interme- 
diation costs are going to be much lower and also increase the 
bank penetration. Also, bank penetration has to be seen in 
the light of other macro variables like literacy rates etc. on 
which the banking system does not have much control. 
Harsha: Amongst the 11 emerging economies, Indian bank- 
ing sector is at sixth position after Malaysia, Korea, China, 
Russia and Chile. In fact, it is the profitability and cost ratios 
that have dragged India down to sixth position. Also, about 
41% of India’s adult population does not have a bank account. 

There are various reasons that contribute to such high 
cost of intermediation and low penetration. Due to lesser 
competition, most of the PSBs have negligible pressure to 
improve their way of operations. Their restrictive human re- 
source practices also result into difficulties in attracting new 
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staff and modern skills that are essential in a competitive 
environment. 
India’s biggest bank currently ranks 64th among global banks, whereas 
China has four banks among the world’s top 20 banks. Do you think that 
the country’s banking system needs consolidation to produce bigger, 
stronger players, as its current size is not fit to meet the funding needs 
of a globalizing Indian industry? 
Prakash: Absolutely no! Time and again studies have indi- 
cated that being big is not an attribute which should be 
sought after at the cost of other variables. True, size gives you 
that market share advantage, but at what cost? Mergers in 
any industry make sense only when there are complementary 
attributes which can provide synergy to the merging compa- 
nies. In this light, most of the better banks in India have 
similar attributes like pan-India presence, high capital ad- 
equacy ratios, etc., and their merger would not really add any 
synergy. Mergers, specifically in the banking industry, need 
to be more market-driven rather than regulator-driven, and 
in this light, some weaker banks like the old generation pri- 
vate banks in India are good candidates. Moreover, when we 
talk about size, we cannot reach up to the scale of Citicorp etc. 
by even merging all the banks in India. 
Harsha: Size does matter. To achieve critical mass and long- 
term profitability, the Indian banking system needs consoli- 
dation. Ideally, there should be around 10-12 large national 
banks, including 3 to 4 international banks, having mega 
size. Further, smaller banks with a focus on respective local 
geographies are also required. 
Do you think that the dominance of public sector banks should be 
reduced to create best-in-class and highly efficient banks? What are the 
major challenges that the sector is facing today? 
Prakash: I don't think there is any need to reduce their role in 
the economic development. We should not forget the fact that 
lots of problems which public sector banks are facing right 
now are more because of a socialist approach forced by the 
government on them, and in the current situation, their con- 
tribution cannot be undermined. And anyway, their role (read 
market share) has come down over the last 10-15 years, and 
that is not a regulator-driven phenomenon; rather it is a mar- 
ket-driven phenomenon which should be welcomed anyway. 
Regarding the challenges, I think, developing sound risk 
management models and finding enough qualified people to 
work on those models is going to be the single most important 
challenge for the banking industry in India. Technology inte- 
gration, sound, transparent and best reporting practices are 
also key challenges. 
Harsha: Some of the key challenges faced by the sector are: 
* Demand for newer products and services; 
* Increasing competition; and 
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+ Customers with higher and evolved needs 

To address these challenges, banks should focus more on 
fee-based income, strengthen risk management systems, de- 
velop more channels for delivery and improve their overall 
service levels. 

Currently, most of the PSBs are not equipped and does 
not have appropriate focus to address the above issues. We 
cannot write them off. They have access to quality resources 
in terms of cost of funds, branch network and low-cost employ- 
ees. If the PSBs really want to be in race, they really need to: 
develop a unique strategy for them, restructure their busi- 
ness processes for greater agility, and foeus on using their 
existing resources effectively and efficiently. 

Do you subscribe to the notion that “if more foreign banks are allowed 
to enter the country, it would lead to тоге competitiveness in the bank- 
ing sector and help the financial system reach optimum efficiency and 
balance?” 

Prakash: Yes, I do subscribe to this opinion and when I say 
this, I have history on my side to prove that whenever any 
organized sector has been opened to foreign participation, 
domestic industry has found itself rejuvenated to the core 
(otherwise they may become extinct), and I see no reason as to 
why that can’t happen in the banking industry too. Of course, 
the road map for the entry of the foreign banks has to be laid 
down properly, so that the domestic players can pull their 
socks up, which I think is not against competition. 

Harsha: In principle, allowing foreign banks to enter the coun- 
try would improve the sector efficiency by stimulating compe- 
tition and injecting new products, skills and technologies. 
However, there are possibilities that the foreign banks would 
limit their services and reach only te the profitable segments 
in the country, which is already well served by the current 
players in the market. Hence, to say that this move would 
help the financial system to reach optimum efficiency and 
balance would be a fallacy. To really make the entry effective 
policy makers might have to consider some bold steps like 
reducing the public share of the PSBs and allowing non-state 
stakes in some of the PSBs. 

Do you think that the central bank should not continue managing the 
government’s borrowing needs and that job should be left to a separate 
debt management office while it should focus on monetary manage- 
ment? 

Prakash: Yes, I partially subscribe to this view—to the ex- 
tent that government should exercise financial prudence in 


its borrowing from the markets. But having a separate body 
for this may again not solve the purpose, as in the current 
form too, if FRBM is followed in true spirit, we have sufficien 
provision to control the borrowing and spending pattern of the 
government. So, let us focus on more sound methods of enforc- 
ing the FRBM Act. 

Harsha: The regulators and policy makers, namely, the RBI, 
Ministry of Finance and other government entities, have to 
play the role of enablers and work in a cohesive fashion to 
improve the competitiveness of the sector. 

The regulators and policy makers should work on areas that: 

— Help shape the industry structure through consolida- 
tion; 

— Encourage banks to leverage technology to innovate 
and profitably serve the lower income and rural mar- 
kets; and 

— Create excellent supporting infrastructure like pay- 
ments, asset reconstruction companies, credit bu- 
reaus, etc. 

What kind of reforms and regulations do you prescribe to place Indian 
banks on a par with their global counterparts? What is the role of 
regulators and policy makers in enhancing sector competitiveness? 
Prakash: Specifically, reforms are needed in reporting the 
practices of the banks, especially the treatment of NPA, in- 
come recognition, treatment of provisions, etc. Banks should 
be given incentives to report according to the International 
Accounting Standards. Generally, the government should see 
that its role is reduced in the management of the banks, and 
the faster they realize it, the better it would be for all share- 
holders, including the government. In the current financial 
crisis, we should be actually thanking the RBI for being con- 
servative in their policies (for which they were badly criti- 
cized). Now, the time has come for the RBI to look into some 
contemporary issues which need immediate attention like 
introduction of derivatives (IRDs etc.) 

Harsha: A strong and resilient banking sector is necessary to 
support a vibrant economy and sustainable growth. There is 
no doubt that bank managements have to gear up to make 
this happen. At the same time, an enabling policy and regula- 
tory framework will also be critical. 
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strengthening the prudential norms, en- 
haneing the payments system and inte- 
grating regulations between commercial 
and cooperative banks. On a par with glo- 
bal standards, the RBI introduced sev- 
eral regulations like Know Your Cus- 
tomer (KYC), anti-money laundering and 
Basel II. Some leading banks have estab- 
lished an outstanding yardstick of inno- 
vation, growth and value creation. Mean- 
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while, the RBI Working Group has recom- 
mended Business Correspondents or Fa- 
cilitators for providing financial and 
banking services with the objective of en- 
suring greater financial inclusion and in- 
creasing the outreach of the banking sec- 
tor. Looks like powerful edifices have dis- 
appeared overnight and new models of 
banking have emerged on the financial 
landscape. 


Going by the remarkable growth 
rate, the Indian banking sector has be- 
come the most preferred banking desti- 
nation for foreign investors. The sector 
is growing at an astonishing pace as the 
Scheduled Commercial Banks (SCBs) 
have shown an impressive growth rate 
during the past five years. Total depos- 
its, advances and net profit grew at 
CAGR of 19.6%, 27.4% and 20.2% re- 
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spectively from FY03 to FY08. The зес- 
tor recorded credit growth of 33.3% in 
FY05, which was highest in the last 
two-and-a-half decades, and credit 
growth in excess of 3096 for three con- 
secutive years from FY04 to ЕҮОТ, 
which is the best in the banking indus- 
try so far. The factors that contributed 
to these growth figures are an increase 
in economic activity and robust primary 
and secondary markets, which have 
helped the banks garner a larger rise in 
their fee-based incomes. Remarkable 
improvement in recovering the NPAs 
translated into the best asset quality 
ratios for the sector in the last two de- 
cades. However, the consequences of the 
global financial turmoil in the second 
half of FY09, coupled with the subse- 
quent slowdown in the domestic mar- 
kets, had impacted the sector, resulting 
in a moderation in its growth rates. 


How competitive are they? 
Despite the sector's resilience to the 
shocks that may arise due to higher 
NPAs and the global economic crisis, 
analysts say that the current positive 
results should be the calm before the 
storm, as the banks’ core interest in- 
come is likely to remain constrained 
and the threat of NPAs may rise in the 
coming months. Rating agency, Crisil 
estimated that the Gross Non-Perform- 
ing Assets (GNPAs) of the banking sec- 
tor are likely to touch 5% by the end of 
March 2011 from a level of 2.3% at end- 
March 2008. In absolute terms, this 
will mean а tripling of NPAs to 
Rs 1,90,000. However, the sector’s capi- 
talization levels are high enough to en- 
sure that the worsening asset quality is 
not yet a serious concern for the system. 
Nonetheless, banking intermedia- 
tion costs are quite high and bank pen- 
etration is far lower compared to other 
markets. Estimates indicate that less 
than 50% of India’s population has a 
bank account. Weak banks often threat- 
ened the stability of the system. Ana- 
lysts say fragmented industry struc- 
ture, restrictions on capital availability 
and deployment, insufficient institu- 
tional infrastructure, off-putting labor 
laws and ineffective regulators beyond 
SCBs could seriously weaken the sys- 


tem. Roopa Kudva, Managing Director 
and Chief Executive Officer, Crisil, 
says, “Indian banks do face increased 
challenges due to domestic factors. The 
banking sector faces profitability pres- 
sures due to higher funding costs, mark- 
to-market requirements on investment 
portfolios, and asset quality pressures 
due to a slowing economy.” The rating 
agency is of the view that the strong 
capitalization of Indian banks, with an 
average tier 1 capital adequacy ratio of 
above 8%, is a positive feature in their 
credit risk profile. Even 50, 
Indian banks do face challenges, 
marked by a slower GDP growth, vola- 
tile capital market conditions, and rela- 
tively high interest rate regime. 


Size matters 

India's biggest bank, SBI currently 
ranks 64" among global banks. 
whereas China has four banks among 
the world's top 20 banks. Due to their 
relatively small size, Irdian banks are 
not able to compete globally in terms of 
mobilization of funds, investment and 
rendering services, credit disbursal, etc. 
The sector is highly slanted and almost 
80% of banks have less than 2% of mar- 
ket share in India. Despite the top five 
banks occupying more than 50% of mar- 
ket share, they are much smaller enti- 
ties by global standards. Though India 
is emerging as an economic powerhouse, 
it does not have a decently sized bank to 
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compete globally. For instance, India 
largest bank, SBI, is not equipped 1 
serve the rising demands of the India 
corporate because of insufficient car 
tal. The impending integration with 
the State Bank Group entities is st 
proving to be an awfully slow proce: 
Therefore, a huge recapitalization of] 
dian banks is required, and it is ev 
more so if the country wants to cre: 
Indian banks of global size and st: 
dards. OP Bhatt, Chairman, St: 
Bank of India (SBD, suggests that 
need at least four banks of the siz 
SBI, and two banks that will have 
bal scale. He says, *One way of get! 
size is to push for consolidation as 
as possible. While the foundation о} 
dian banking industry was solic 
needed change, to remain in Sync ' 
the times." The sector needs better ' 
nology and infrastructure to facil 
rapid movement of funds across the 
ders. The need of the hour is consc 
tion within the PSBs and within pr 
sector banks to improve their risk 
agement capabilities and also to 
the growing demands of India Inc 
recognized that the current time 
most suitable to facilitate consoli 
amongst banks, but serious effor 
yet to begin. Of late, the confidence 
eign institutional investors in : 
banks has increased manifold, wł 
fers the sector a good opportunit; 
structure itself. 
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Banking on India 
‘Foreign banks with cutting-edge tech- 
hology, huge capital reserves, best inter- 
national practices and skilled personnel 
are creating a major challenge for Indian 
banks. As part of the obligations made 
at the WTO, India’s apex bank permit- 
ted 12 branch licenses to foreign banks 
last year—eight to DBS Bank of 
Singapore; three to Deutsche Bank; and 
one to First Rand Bank of South Africa. 
Two other banks opened representative 
offices. By the end of June 2009, 32 for- 
eign banks were operating in India, with 
, 293 branches. Besides, 43 foreign banks 
kwere operating through representative 
offices and hold around 8% of the sector's 
assets. Though foreign banks had previ- 
ously limited their operations to the 
metros and mini-metros, they have 
slowly begun to penetrate into smaller 
industrial towns to set up their retail 
banking branches. 

As per the banking regulations, for- 
eign banks are not allowed to buy a 
ready-made branch network by taking 
over an Indian bank. Reports indicate 
that if a troubled foreign parent aban- 
dons its local offspring, it may pose a 
threat to the financial stability of the 
country. They are highly dependent on 
their main offices. If the parent bank 
has troubles, they will not be able to 
survive in India. As an expert puts it, 
(Hit by global contagion, turned out by 
investors and almost deserted by many 
customers profiles, foreign banks need 
to consolidate and get their act to- 
gether.” 

A report by the RBI in April 2009 
said that given the current financial 
turmoil, it would be prudent to continue 
with the current policy governing the 
presence of foreign banks in India. D 
Subbarao, Governor, RBI, explains: 
“The proposed review will be taken up 
after due consultation with the stake- 





PSBs 
Number of offices 53,338 


_ Pre-tax profit (96) of assets 1.2 
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holders once there is a greater clarity 
regarding stability, recovery of the glo- 
bal financial system, and a shared un- 
derstanding on the regulatory and su- 
pervisory architecture around the 
world.” Experts say that “if more foreign 
banks are allowed to enter the country, 
it would lead to more competitiveness 
in the sector and help the financial sys- 
tem reach optimum efficiency and bal- 
ance.” Raghuram Rajan, Professor of 
Finance at the University of Chicago 
and financial adviser to the PM, 
complimented former RBI Governor YV 


entry of foreign players will intensify 
the competition for domestic banks. 
The banking scenario in India will rep- 
resent new threats as well as opportu- 
nities. Analysts say that a lot of chal- 
lenges are awaiting the PSBs. Capital 
is going to play a crucial role since 
banks need to grow in size to global 
standards. Especially, the PSBs need to 
have robust risk management prac- 
tices, advanced technology, skilled 
manpower and very sound marketing 
practices. All these require huge capital 
investment. Besides, the implementa- 


Around 40% of India’s population is to be cov- 
ered under financial inclusion, which offers huge 


potential for the sector. 


Reddy for his then unpopular decisions 
of restricting capital inflows into real 
estate and limiting the participation of 
foreign banks in the country. While ac- 
knowledging that the regulatory conser- 
vatism saved the Indian economy, 
Rajan questioned whether the regula- 
tors are being over-conservative, some- 
thing that can halt the economic 
progress. He warned that both over- 
regulation and under-regulation of the 
financial system are not desirable. 


Challenges ahead 

The global developments in the recent 
past have offered important perspec- 
tives and perceptions for banking devel- 
opment in the country. Given the long- 
term objectives of double-digit GDP 
growth, there are significant challenges 
ahead for the Indian banking sector. 
One of the major challenges would be to 
achieve financial inclusion, which in 
turn would enable inclusive and sus- 
tainable GDP growth. Post-2009, the 





New Private  Old-Private Foreign 
3,623 4,642 280 


1.3 1.5 3.2 


tion of Basel II will require huge invest- 
ments. As indicated by the RBI, the 
PSBs will require an amount of Rs 
2,980 bn of additional capital to main- 
tain the Capital to Risk-weighted As- 
sets Ratio (CRAR) of 12% by March 
2010. On the retail banking front too, 
the PSBs will face a great hurdle. Cur- 
rently, private banks like ICICI are 
commanding the retail market. It is 
very likely that the small efficient pri- 
vate sectors banks may be acquired by 
foreign banks and will compete for re- 
tail pie further. 

Around 40% of India's population is 
to be covered under financial inclusion, 
which offers huge potential for the sec- 
tor. Analysts say that the current envi- 
ronment is the best times for the Indian 
banks to walk into the league of the Glo- 
bal Top 100. Banks with technology, 
huge capital, skilled manpower and glo- 
bal sized are secure, while banks that 
lack these characteristic will be ac- 
quired by big banks. Without doubt, the 
future belongs to the banks which have 
been proactive in building trust-based 
relationships with their customers with 
innovative products, new technology 
and operational efficiencies, thereby 
setting the base for long-term sustain- 
able growth.a 

- М Janardhan Rao 
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Post: Risk Manager- Credit Analysis 
Company: Aditya Birla Minacs 
Worldwide Ltd. 

Profile: Looking for a Qualified 
Chartered Accountant. Candidates from 
KPO/BPO industry in credit analysis 
domain. 
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accounts department of a growing 
business using Peachtree accounting 
software up to finalisation. 

Exp: 4-9 

Location: Nigeria 

Email: mkusoro@gmail.com 


Post: Finance Asst. 
Company: The World Bank 
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Ben S Bernanke 


Wins a Second Chance as Fed Chairman 


anke, the man who “approached a financial system on 

the verge of collapse with calm and wisdom; with bold 

action and outside-the-box thinking that has helped put the 

brakes on our economic free fall,” has been nominated by 

Barack Obama for a second four-year term as Chairman of the 
Federal Reserve. 

Thus, Obama silenced the market debate on the fate of 
Bernanke and the uncertainty thereof within the administra- 
tion and in financial markets that had been brewing for quite 
sometime. Of course, there is nothing radical about it. Perceiv- 
ing the Fed chairmanship as “a non- or not-very-partisan tech- 
nocratic position of immense power and freedom of action,” all 
of the past four Presidents had reappcinted the Fed Chair- 
man from the opposite party. Nonetheless, with his announce- 
ment, “As an expert on the causes of the Great Depression, Im 
sure Ben never imagined that he would be part of a team 
responsible for preventing another ... that's exactly what he 
has helped to achieve," the President could indeed send across 
a strong message that has tremendous po- 
litical connotation—"The worst is over." 

The decision was, of course, widely hailed 
by the Wall Street and politicians as weil. But 
some, including economists of repute. have 
questioned his reappointment on many 
counts: one, Bernanke, believing in the phi- 
losophy that Central Banks are well-placed to 
clean up the mess once asset bubbles burst 
rather than preempt them, allowed loose 
monetary policies prevail over longer periods 
that indeed fueled the financial frenzy in the 
first place; two, instead of arresting the irra- 
tional consumerism displayed by ordinary Americans via bor- 
rowed capital, he threw the blame on 'global saving glut’ and the 
savers of capital from Asia; and three, like his predecessor, he 
too, believing that markets know better than regulators, abro- 
gated regulating the irresponsible penchant of banks for ex- 
treme leverage, derivatives explosion and aggressive mortgage 
lending that had all cumulatively thrown the financial markets 
out of control; four, his rescuing the American International 
Group Inc. through a Fed-orchestrated program and his role in 
pushing Bank of America Corp. to complete its takeover of 
Merrill Lynch & Co.; and five, his misreading about the likely 
impact of Lehman's failure on the markets and letting it go 
bankrupt that ultimately triggered the global meltdown. 

That said, one could as well dismiss them—as his supporters 
wish for—merely as comments made on hindsight, though there 
is an elemen: of truth in the allegation that he misread the mar- 
ket, if not lax in monitoring shadow banks, as it becomes evident 
from one of his statements made in 2007: "The dispersion of risk 
more broadly across the financial system, thus far, increased the 
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resilience of the system and the economy to shocks.” 

But post-Lehman, Bernanke became active in leading the 
world in its fight against the financial collapse. It is, perhaps, 
his years of research into ‘economics of depression’ that gave 
him enough courage to experiment with unconventional mon- 
etary-policy measures such as reducing the Fed interest rates 
to near zero, greatly expanding the size of the Fed's balance 
sheet by purchasing longer-term securities and through tar- 
geted lending programs, and proposing to pay interest on 
bank's balances with Fed to inject the much-needed liquidity 
into market—when financial institutions are shuddering tc 
lend monies to even fellow-bankers in the fear of not knowing 
who is holding what toxic assets—to weather the financial 
crisis. As Paul Krugman too felt rightly, all this makes one 
wonder “how anyone could have done more to stem the crisis.’ 
And thus, he “earned the right to a second term.” 

In all these uncommon pursuits, he sourced his strength, as he 
made it known in one of his pleas before the Congress for $700 br 
Troubled Asset Relief Program: ‘Tm a college 
professor. I never worked on Wall Street ... M; 
interest is solely for the strength and the recov 
ery of the US economy.” And it is this steadfas 
commitment with which he had guided the Fe 
through two very tumultuous years, except fo: 
that one mistake of letting Lehman fail, if i 
could be so labeled, and his deep knowledge o 
the Great Depression of 1929 and its financia 
consequences that makes him best suited fo 
the Fed chair now. 

Nevertheless, once confirmed by the Sen 
ate as Chairman, Bernanke will face two ma 
jor challenges: one, to steer the US economy out of recession an: 
once ensured, that the recovery is sustainable, and to tighten th 
monetary policies to ensure price stability coupled with max 
mum employment; and two, he must work for obtaining the righ 
powers to ensure financial stability by regulating systemi 
risk—which squarely rests on how capital is leveraged throug 
out the financial system—through Fed’s monetary policie: 
while, of course, safeguarding its own independency. 

Evidently, this act of swelling and shrinking of the Fed 
balance sheet, particularly in the context of mounting govert 
ment debt, is going to be politically pretty challenging. Yet, b 
should not succumb to pressures from the White House, if an; 
while executing the ‘exit strategy—raising interest rates eve 
when full employment is still to be accomplished. And of cours 
it is the least that one can expect from an academician wt 
boldly proclaimed: ^I was not going to be the Federal Reser 
chairman who presided over the second Great Depression."m 
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SAIL has supplied over 14000 metric tonnes of steel for the Bandra-Worli Sea link — 
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Since ts inception SAIL has significantly contributed іп the develapment of all major 
infrastructure in the country. SAIL steel has been and presently 15 being used in several projects 


of national importence. A few are listed below 


Chandrayaan - SAIL supplied steel for tanks 
used to store liquic propellant in the Reaction 
Control System package of the Polar Satellite 
Launch Vehicle (PSLV) which carried the 
Chandrayaan-1 sate lite into space. 


Airports - M/s Mumbai International Airport 
Ltd. (M AL) entrusted the job of 
modernisetion of Mumbai Airport to Pratibha 
Pipes & Structurals Pvt. Ltd. who have 
completed a majcr portion of the job using 
Plates and SAIL TMT. SAIL Steel has also been 
used in the modernised Delhi International 
Airport 


Shivalik - Specially toughened warship grade 
SAIL steel was used in the Shivalik, the first 
indian warshio to be made with 
ndian steel. 


J&K Railway Line - This 340-km-long railway 
ine will jo n the Kashmir valley with the Indian 
Railways network. The project area falls in 
seismic zone-V. SAIL steel is being used 
because cf its reliability and durability. 


Power Projects - SAIL is supplying various 
stee! products, for major thermal and hydro 
power projects such as Barh, Chandrapur, 
Mejia, Dadri, Jhajjar, Simhadri, Lower 
Subansiri, Koldam, etc. It is primarily 
supplying plates, SAIL TMT bars and 
structurals amonc other products. 


Bandra-Worli Sea link Promoted by 
Maharashtra State Road Development 
Corporation, this link connects the island city of 
Mumbai with its western suburbs. 


SAIL has supplied over 14000 metric tonnes 
of steel for this project. 


Commonweaith Games 2010 - SAIL Steel is 
being used in the JLN Stadium, National 
Stadium & the Talkatora Stadium would be 
hosting various events of the prestigious 
Commonweaith Games to be held in Delhi in 
2010. SAIL Steel is being used in the 
upgradation of these stadia to world 
class standards 


Delhi Metro - Delhi Metro nas become the 
pride of nation’s capita within a very short 
time. SAIL is proud to be a contributor in 
making of this metro-marvel 


Irrigation Development - SAIL has provided 
various sizes and grades of steel for several 
irrigation provects across the country such as 
Tapi, Indirasagar, Rajivsagar, among others. 


Steel Plants - Most upcoming green-field 
and brown-field steel plants are depending 
on SAIL steel tor their construction. 


Windmills - Suzlon, a renowned name in 
windmills, is using SAIL steel for setting up 
windmills in Maharashtra and other regions in 
India. Plate mill plates in sizes varying from 10 
to 40 mm are being used for the 
wind-mills. 


Defence - SAIL is meeting the high quality 
steel requirements of the Indian defence 
including that for Aircraft carriers, 
submarines, etc. 
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Nobel to Venkatraman 
What It Means to India 


The Nobel Committee, on October 7, 2009, awarded the Nobel Prize in Chemistry to 
Dr. Venkatraman Ramakrishnan, along with two others—Thomas Steitz of Yale 
University, US, and Ada Yonath of the Weizmann Institute of Science, Israel—for 
their discovery of how the genetic code is translated into molecules of life. 

The three, using a technique called X-ray crystallography, mapped the posi- 
tion of each of the hundreds of thousands of atoms that make up the ribosome. 
The three-dimensional models developed by them reveal how the ribosome reads 
the genetic code of DNA and converts it into protein molecules that control all 
biochemical processes. 

Their research into the ribosome’s working helps scientists understand life 
better—how the core processes function. That aside, it has a practical utility: that 
of paving the way for improving antibiotics’ ability to disable ribosomes in bacte- 
ria. The knowledge of the precise structure of the ribosome facilitates better un- 
derstanding of how the instructions of the messenger molecule trapped between 
the two pieces of ribosome are used to assemble the protein that the gene encodes 
out of smaller molecules called amino acids, thereby facilitating better designing 
of drugs—antibiotics—that interfere with the ribosome’s function. 

The discovery of these three scientists reveals how antibiotics—the chemicals 
that kill disease-generating bacteria by blocking the function of their ribo- 
somes—bind to the ribosomes precisely, the knowledge of which several drug 
manufacturers can use to develop new molecules that would bind to that site, 
perhaps, more specifically or with fewer side effects. 

Venkatraman, who was born in Chidambaram in Tamil Nadu and educated 
in Gujarat, and emigrated to the US 25 years back, started working on ribosomes 
as a postdoctoral fellow at the Yale University in the US and is currently working 
at the Medical Research Council’s Laboratory of Molecular Biology in Cambridge, 
UK. Obviously, the whole nation rejoiced at the news—of an India-born American 
citizen winning the Nobel in Chemistry. Suddenly, every educated Indian started 
talking gloatingly about India’s competency in science and technology. 

To be happy about a fellow Indian’s great achievement is alright. But that is 
not the imperative here. What matters most now is what we, as a nation, are 
doing to produce such scientists and scientific discoveries. And the anwser is: 
much needs to be done. As Madhavan Nair, the ISRO Chairman, said: “The level 
of education and knowledge being imparted by many colleges ... they are not up to 
the mark. Instead of concentrating on quantity, these institutions should concen- 
trate on quality.” Madhavan Nair also warned that if the quality of education is 
not improved, the nation will only have people for clerical or routine jobs. 

A similar warning also echoes in what the President of Indian National Acad- 
emy said: “The structure of Indian science is unequal to the requirements of 
modern scientific research.” This obviously calls for rejigging our educational sys- 
tem—‘true interdisciplinarity must be introduced at the undergraduate level it- 
self. It is pertinent to bear in mind here what Venkatraman Ramakrishnan, the 
Nobel laureate himself said about what helped him in the pursuit of his research 
goals: “My earlier exposure to physics certainly helped me in the use of biophysi- 
cal techniques like crystallography, the use of computing, calculations, etc." 

Instead of gloating over Venkatraman’s winning Nobel prize or cribbing at the 
absence of many such Indians in the ranks of Nobel Laureates, what the govern- 
ment should do is to revamp the educational system to inject ‘multidisciplinarity’ 
into education at the undergraduate level itself. And importantly, as 
Venkatraman desired, “...what the government should do is to concentrate on 
building a broad culture of respect for basic science and knowledge.” 


GRK Murty 


Our government is encouraging the listing of public sector enterprises on the 
stock markets as this would unlock the true value of a company, improve its 
corporate governance standards, and also help it in raising resources for funding 
future expansion plans. 


-Manmohan Singh, Prime Minister, India 


The economic turmoil since summer 2008 has been extraordinary and un- 
precedented. It seems that we are through the worst, but the recovery is fragile 
and will be long drawn. I remain cautious about the developed world. But I am 
optimistic about the developing world—and in particular the BRIC countries— 
which is rebounding more swiftly than many had envisaged. 


- Lakshmi Mittal, Chairman and CEO, ArcelorMittal 


Our GDP outlook of 6.3% had possible upsides and downsides. Now the 
downsides are being removed. We feel that we could do a little better than 6.3%. 


- Montek Singh Ahluwalia, Deputy Chairman, Planning Commission, 
India 


While there is broad agreement that we need to exit from the present exces- 
sively accommodative monetary and fiseal policies, there is less agreement on 
when and how we should exit. 


- D Subbarao, Governor, Reserve Bank of India 


In a country as vast as India, | cannot think of a replacement for the agent 
model to reach out to people. The concerns on mis-selling can be addressed in 
many ways. 


-J Hari Narayan, Chairman, Insurance Regulatory 
and Developmeat Authority, India 


If we go back to normal conditions after the world ecenomy recovers, a 
double-digit growth in the range of 10-20% is possible for the Indian IT industry. 


- 5 Gopalakrishnan, CEO 
and Managing Director, Infosys 


What I think we need to do is increase our domestic energy production. I’m in 
favor of finding environmentally sound ways to tap our oil and our natural gas. 
There’s no reason why technologically we can’t employ nuclear energy in a safe 
and effective way. Japan does it and France does it and it doesn’t have green- 
house gas emissions, so it would be stupid for us not to do that in a much more 
effective way. 


- Barack Obama, President, US 


To serve the changing global economy, the world needs agile, nimble, compe- 
tent, and accountable institutions... The World Bank Group will improve its 
legitimacy, efficiency, effectiveness, and accountability, and further expand its 
cooperation with the UN, the IMF, the other Multilateral Development Banks, 
donors, civil society, and foundations which have become increasingly impor- 
tant development actors. 


- Robert B Zoellick, President, World Bank 


Erratum: On page 44, п the Snippet of the October 2009 issue of 7he Analyst, City Union Bank was shewn as 'basec in Kerala’ instead of 


Tamil Madu. The error is regretted. 
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India Flooded with 
Foreign Funds 


Just six months ago, foreign 
capital flows slowed to a 
trickle and it appeared as 
though India was in a jarring 
recession. Nevertheless, as 
the world economy is on its 
way to recovery, investors 
have begun to move away 
from the global refuge in 
times of crisis, the dollar, 
and szarted showing 
renewed interest in emerg- 
ing economies like India. 
Hence, in the last few 
months, India hit a jackpot, 
with major stock indexes 
doubling up from their 
March lows. Newspapers are 
loaded mostly with news 
about bonuses and corporate 
expansion plans rather than 
lavoffs and deferred projects. 
In April-June quarter zhis 
year, roughly $7 bn FDI 
flowed into India, roughly 
twice as much as in the 
previous six months 
combined. If the cash in 
stock and bond markets are 
taken into account, India has 
been witnessing foreign 
flows to the extent of $15 bn, 
the most since the last 
quarter of 2007. 

“Clearly after the big 
shock of last year, things are 
back on track,” said Surjit S 
Baalla, who runs Oxus 
Research and Investments, 
based in New Delhi. “People 
are seeing the recovery to be 
a lot more robust than what 
many of the naysayers are 
saying." Ifthe current 
euphoria continues—though 
critics doubt that it can—the 
Indian economy could grow 
at 8-9% a year as early as 
2010, far earlier than 
fcrecasted by the IMF and 
many other analysts. 
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However, the confidence in 
India's potential could 
dwindle if the government 
cannot address some of the 
long pending problems, such 
as improved infrastructure, 
investment in education and 
economic reforms, to get 
hundreds of millions out of 
poverty, as promised. 


Oil at One-Year 
High, Breaches $75 
a Barrel 


On the back of the high 
demand forecasted by OPEC 
and a weak dollar, oil prices 
set a new high for the year, 
crossing $75 a barrel 
recently. Currently, the 
dollar is at a 14-month low, 
bolstering crude prices. 
Prices are higher in anticipa- 
tion of higher demand, said 


Michael Lynch, President of 
Strategic Energy & Economic 
Research in Winchester, 
Massachusetts. ^We have 
yet to see demand recover, 
but as long as there are 
upward revisions of future 
demand, there will be 
support for prices." The high 
oil prices can be largely 
attributed to the weak 
dollar. Whether the oil prices 
will continue its northward 
journey will greatly depend 
on dollar's position. 
Analysts also anticipate 
that oil prices would 
continue the rally, as they 
expect a high demand for 
fuel frem US truckers, who 
are supposed to supply 
inventory during the holiday 
season. Moreover, the 
National Weather Service 
has also predicted a high 
demand for fuel owing to the 
high demand for heating. 


Inflation Data Set for a Major Recast 


The government set the 
stage for the much- 
awaited revamp of the 
Wholesale Price Index 
(WPI), almost a decade 
after the last revision in 
April 2000. WPI, the most 
widely watched measure 


of inflation, is poised to be 


released on a monthly 
basis, with much wider 
and updated basket of 
products and a more 
recent base year of 2004- 
05. Nevertheless, the 
government would still 
provide weekly data on 
the prices of primary 
articles and fuels. As 
reported, the government 
is mulling the release of 
the new series after 
November 14, 2009. The 
existing WPI series with 
1993-94 as the base year 


was introduced with effect 
from April 1, 2000, replac- 
ing the earlier 1981-82 
base year series which was 
operational from July 1989. 
The new WPI will consider 
price movements in more 
than 850 articles, as 
against 435 commodities in 
the current index. Items 
such as cut flowers and 
many other vegetables 
would be added to the WPI 
basket, while the weight of 
food and fuel items has 
gone southwards. Products 
such as cell phones, laptops 
and digital cameras would 
be added in the manufac- 
tured segment category. 
This is aimed at keeping in 
line with the changing 
nature of the consumption 
basket, which will make the 
index more relevant. 


^We believe oil prices are 
poised to move higher,” 
Goldman Sachs, which 
expects prices to rise to $85 
a barrel by the end of the 
year, said in a report. "All 
indicators still point to a 
normal seasonal pickup in 
shipping to retailers this 
year." 


Industrial Output 
Surges to Two-Year 
High 


It is indeed a good sign for 
the Indian economy, as the 
Index of Industrial Produc- 
tion (IIP) grew by better- 
than-expected 10.4% in 
August, sharply higher than 
the 7.296 growth seen in July 
and soundly beating the 
expectations of 996 growth. 
This IIP figure is the best in 





As the rate of inflation is a 
key monetary policy input, 
an updated WPI would 
definitely help the RBI to 
come up with a timely 
response. Economists have 
welcomed the restructurinj 
of the WPI as it is more 
reliable, current, and 
representative, but still 
emphasized the need for a 
good Consumer Price Index 
(CPD, touted as a better 
measure of prices for polic; 


making. 
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! The Icfai University Press Extends a 
Helping Hand to Flood-Affected Families 


In one of the worst floods 
witnessed in recent times, 
heavy rains and massive 
floods wreaked havoc and 
threw normal life out of 
gear in the districts of 
Kurnool, Mahabubnagar, 
Nalgonda, Krishna and 


Guntur in Andhra Pradesh, 


WM India, in the first week of 
October 2009. The flood, 
caused by incessant rains 
and overflowing rivers in 
the region, left hundreds of 
villages and low-lying 
areas inundated for days, 
leaving more than hundred 
dead and at least a million 
people displaced, besides 
causing severe damage to 
the agricultural crops, road 
network, power installa- 
tions, and public and 
private properties. 

Moved deeply by the 
scale of devastation and 
the suffering inflicted by 
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almost two years, bringing 
cheer to markets and policy 
makers worried about a 
drought-hit economy. This 
growth figure is the stron- 
gest proof that economic 
recovery is robustly under- 
way and prompted econo- 


the floods, The Icfai 
University Press, 
Hyderabad, joined the 
efforts undertaken by the 
state and central govern- 
ments, local administra- 
tion, business houses, 
voluntary organizations and 
other philanthropic-minded 
individuals to help the 
people of the region devas- 
tated by the floods. Accord- 
ingly, relief materials in the 
form of groceries, clothing, 
blankets, and money were 
collected from The Icfai 
University Press staff and 
others to provide succor to 
the families rendered 
homeless. 

On October 18, 2009, two 
members of staff of the 
Press, A Bangaru Babu and 
P Parasuram, visited the 
Nagayalanka Mandal (115 
km from Vijayawada) and 


mists to look at bumping up 
growth forecasts for the year. 
The 10%-plus growth for 
each of the manufacturing, 
mining and electricity 
constituents of the index of 
IIP has taken IIP growth to a 
22-month high. The figures 





distributed relief materials 
to 1,200 families in the tiny 
villages in the region, 
including Yesupuram, 
Jinkapalem and 
Moolapadu. Besides 
clothes and blankets, the 
relief materials distributed 
by the Press staff included a 
pack comprising 3-kg rice, 1- 
kg edible oil, 500-gm grams, 
250-gm salt, biscuits and 
medicines to each of the 
1,200 families. 


released by the Central 
Statistical Organization 
(CSO) showed manufactur- 
ing output alone rose by 
10.2%. Mining registered a 
growth of 12.9% (against 
2.896 in the corresponding 
period), electricity 10.6% 


(0.8%) and consumer 
durables 22.3% (3.9%). 
Intermediate goods also 
grew at 14.3%, suggesting 
strong production, going 
forward. 

Reacting to the ПР 
figure, Union Finance 
Minister Pranab Mukherjee 
commented, “It is a good 
sign and it is a recovery, 
process of recovery.... We are 
hoping that when the final 
figure of second quarter will 
be available, perhaps there 
will be some higher growth. 
If the higher growth projec- 
tion is there, then in the 
third quarter, fourth quarter 
we can make up.” Acknowl- 
edging that the industrial 
sector is on a swing, FICCI 
President Harsh Pati 
Singhania opined, “It is 
critical that the overall 
policy parameters and 
stimulus measures are not 
reversed at this point of 
time." The CII too had 
similar concerns. “It is 
important to nurture this 
economic recovery by 
continuing with the current 
fiscal and monetary 
measures, especially during 
a year of poor monsoons 
which could impact agricul- 
tural growth," added the 
Director General, CII. 
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Commodity-Currency 





The Derivative Linkage 


Given the fact that currency futures are intended to reduce the volatility 
in the exchange rate, and hence the volatility in domestic commodity 
prices, the participation of commodity market players in currency 
derivatives segment augurs well for the real sector of the economy. 


- V Shunmugam 
Chief Economist. MCX 





ven the staunch opponents of 

globalization would agree that 

expanding cross-border trade 
and investments had been the major 
driver of global economic growth in re- 
cent years. The relaxation of ECB 
norms and a slew of various other mea- 
sures focusing on export development in 
the recent stimulus package announced 
by the government prove the point that 
globalization is irreversible despite the 
current financial meltdown. Efforts are 
on to further liberalize trade and in- 
vestments to reap the benefits of com- 
petitive advantages in the Indian 
economy. While helping the economic 
growth and development process of na- 
tions, globalization has, no doubt, rap- 
idly exposed the domestic stakeholders 
in international trade to risks associ- 
ated with global economic events. The 
most recent example is the turmoil in 
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the money markets of the west and its 
impact on the domestic markets and 
the economy. These shocks eventually 
get reflected in the high volatility in 
prices of goods and services, and hence 
high costs, thereby affecting the eco- 
nomic stakeholders. 

It is in this context of increasing ex- 
posure to risks in a rapidly integrating 
world economy, and realizing what de- 
rivative instruments can do to mitigate 
such risks by guiding the stakeholders 
efficiently, major economies in the 
world are fast resorting to the process of 
setting up exchange-traded derivative 
markets. Besides this, the exchange- 
traded derivatives across asset classes 
in various developed markets have also 
proven that it can help reduce the price 
volatility through :ts primary function 
of ‘price discovery’, enabled by gradual 
convergence of information. Not to be 


— 


left behind, the Government of Indi: 
has allowed futures trading in a wide 
range of commodities since 2002. In line 
with the rapid economic growth, inten 
sification of international trade, an« 
development of ICT, the Indian com 
modity derivatives ecosystem ha: 
grown organically ever since. A wid 
range of economic stakeholders, such a: 
farmers, processors, exporters and im 
porters from across the regions, partici 
pate in the futures market for the pur 
pose of risk management. 

While growth in commodity future 
helped the cause of various stakehold 
ers in the economy, it proved to be insul 
ficient and incomplete in the absence o 
currency futures to those connected t 
global commodities. In addition, the in 
creasing exchange rate volatility pose: 
a serious threat to the competitivenes 
of Indian exporters and importers in th 
growing cost-conscious internationé 
markets. An analysis of the past trad 
statistics reveals that it is the exchang 
rate volatility that affected the trad 
balance significantly. Given the pace a 
which currency risks cross borders du 
to advances in ICT, despite being cos! 
competitive, there was no guarante 
that an exporter would make profits 
the rupee had appreciated sharply b: 
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tween the time of signing the contract 
and the payment. Despite being cost- 
‘competitive, the exporters’ balance 
sheet may end up in the red. Similar 
would be the case with importers facing 
the risk of sharp depreciation in rupee 
value. Since all the sectors of the 
economy are closely interlinked, volatil- 
ity in exchange rates gets passed on to 
other sectors seamlessly. With the glo- 
bal commodities accounting for 80% of 
the total turnover of the Indian deriva- 
tives market, it has become essential 
for the commodity players to partici- 
pate and express their take on the ex- 
change rate movement for the market to 
discover the rate assimilating informa- 
tion from the real sector as well. In the 
absence of a real-time online market, 
exporters and importers have widely 
been using interbank OTC markets to 
hedge their currency risk. Various de- 
merits associated with the OTC mar- 
ket like non-transparency, scale effect, 
homogeneity of players and limited ac- 
cessibility made this a costlier and inef- 
ficient approach to do so. 

High volatility in the exchange rate 
would prove to be harmful as it has the 
potential to derail the country's trade 
and thus destabilize the domestic 
economy as well. For instance, as a con- 
sequence of rupee depreciating to an un- 
reasonably low level, many new sets of 
commodities may start getting ex- 
ported. Since imports would become 
dearer then, there may be shortages of 
many commodities (of not only those 
which are imported but also of others 
related to it directly or indirectly), as 
supply would take its own time to re- 
spond. Moreover, since the volatility in 


the exchange rate would be a regular 
phenomenon, by the time increased 
supply comes into the market, there is 
an increasing probability of rupee 
touching the other extreme, i.e., appreci- 
ating to a very high level, making it dif- 
ficult to export the excess supply. This 
would ultimately lead to a plunge in 
prices. To mitigate such high volatility, 
players in the commodities supply 
chain would tend to build high risk pre- 
miums in prices, leading to a formation 
of inefficient supply chains which eat 
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into both the ends (producers and соп- 
sumers), thereby fattening itself. 

In this backdrop, when the govern- 
ment allowed the operation of currency 
futures in India this year, it was con- 
sidered an important milestone in 
linking the financial sector with the 
real sector of the economy. The fact 
that the players in the economy ur- 
gently needed this new tool for their 
risk management purposes got re- 
flected in the kind of interest several 
ecosystem players showed in kick- 
starting the trade in currency deriva- 
tives on the exchange platform and the 
growth in their volumes. The three na- 
tional online exchanges that started 
trading on currency futures about a 
year back quietly surpassed a com- 
bined peak daily turnover of Rs 


When the government allowed the operation of 
currency futures in India this year, it was consid- 
ered an important milestone in linking the finan- 
cial sector with the real sector of the economy. 


Commodity-Currency 


11,613.37 cr on September 8, 2009. 
The current daily turnover belies the 
forecast that experts made regarding 
its growth prospects and is well set to 
become the market of choice to the spot 
market players in the forex ecosystem. 
The growing participation and the 
turnover vindicate the latent demand 
for this instrument in the SME cat- 
egory of commodity-based corporates, 
importers, and exporters, who till then 
were not getting properly serviced on 


| 


the OTC markets апа are now able to 
cover their risks in a more flexible, se- 
cure and transparent manner at the 
least possible cost. Inclusion of the 
SME category participants closer to 
the commodities ecosystem in currency 
futures would not only connect this seg- 
ment of the financial markets to the 
real sector but also help deliver the 
benefits equitably to all the players 
with no scale differentiation. Given the 
fact that currency futures are intended 
to reduce the volatility in the exchange 
rate, and hence the volatility in domes- 
tic commodity prices, the participation 
of commodity market players in cur- 
rency derivatives segment augurs well 
for the real sector of the economy. в 
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B INDUSTRY 


NBFCs 


A Mature Show 


NBFCs in India, which have historically been marred by scams and 
regulatory quagmire, have emerced as stronger, mature and resilient 
entities and withstood the current crisis gallantly. 


he past year has really been a 

testing time for the Non-Bank- 

ing Financial Companies 
(NBFCs) operating in India. They were 
seriously plagued by inadequate li- 
quidity in the money market, mainly in 
the later part of 2008. Тһе cost of inter- 
est climbed due to money market tur- 
moil and a widespread crisis of confi- 
dence stemming from the collapse of US 
investment bank Lehman Brothers. 
The economy was also slowing down, 
leading to a decline in the aggregate de- 
mand. As demand plummeted, so did 
the need for financing as well as the de- 
mand for products of NBFCs. These de- 
velopments, coupled with plunging 
stock markets and crashing NBFC 
stock prices, had made the life of 
NBFCs tougher. Even many NBFCs 
had opted to put the brakes on their ex- 
pansion plans. However, despite all 
these impediments, NBFCs in India, as 
a whole, performed exceedingly well 
during the crisis time—the total asset 
size for these quasi banks has grown 
from approximately Rs 25,000 cr in 
2007 to approximately Rs 3,25,000 cr 
at present, and this trend seems set te 
continue. Players im secured lending 
business have done well, as the risk of 
Non-Performing Assets (NPAs) is 
much less in this segment. Other 
NBFCs engaged in power and auto fi- 
nancing, with a few exceptions, have 
also performed well last year. This 
modest performance of the NBFCs even 
during the time of crisis underscores the 
fact that the NBFC sector has become 
more mature and it is now more resil- 
ient to external shocks. 
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Resilience amid turmoil 

NBFCs are financial entities that pro- 
vide banking services without meeting 
the legal definition of a bank. They are 
typically not allowed to take deposits 
from general public and hence have to 
seek other means of funding, such as 
issuing debt instruments. NBFCs 
dominated the Indian financial land- 
scape till the late 1990s. However, 
soon they went into a near oblivion as 
they found the going tough in the wake 
of a series of scams that threatened to 
give a deadly blow to the sector. 

However, things have changed for 
the better with a host of banks, includ- 
ing smart foreign ones, entering the 
frame and with the introduction of 
more stringent regulations relating to 
prudential limits and capital ad- 
equacy requirements. These regula- 
tions have significantly pruned the 
NBFCs operating in India. And, gradu- 
ally the NBFCs have morphed from be- 
ing mere add-ons to monetary and 
credit policy to active participants in 
the mainstream financial sector, es- 
tablishing themselves as worthy 
complements to the banking industry. 
And more importantly, these NBFCs 
have matured a lot and even withstood 
the recent deadly crisis with a lot of re- 
silience. 

In fact, the NBFCs have performed 
beyond expectations. Housing finance 
companies, such as Housing Develop- 
ment Finance Corporation (HDFC) 
and LIC Housing Finance, have re- 
corded a decent performance. Despite 
the tight market, LIC Housing 
Finance's growth was unabated. Its net 


profit jumped by 37% in FY2009—al- 
most the same as in the previous 
year—as it vehemently looked for new 
customers and raised its share in the 
national mortgage market. However, 
as a whole, the housing finance busi- 
ness was not left unaffected by the 
tightening liquidity, as many borrow- 
ers postponed buying due to high inter- 
est rates. In fact, the country's largest 
mortgage lender HDFC's growth rate 
came down in FY2009. 

Besides the housing finance com- 
panies, NBFCs such as Power Finance 
Corporation (PFC), Rural Electrifica- 
tion Corporation (REC) and Shriram 
Transport Finance (STF) have per- 
formed well. PFC and REC are both en- 
gaged in financing power projects. As 
India is crippled by a severe power 
shortage, there remain immense 
growth opportunities for power financ- 
ing companies. STF, on the other hand, 
has emerged as a strong player in sec- 
ondhand truck financing. It is the only 
NBFC in the organized space operat- 
ing for the past 30 years that provides 
finance for the purchase of secondhand 
commercial vehicles. In the infrastruc- 
ture financing space, in the past year, 
major companies such as Infrastruc- 
ture Development Finance Corpora- 
tion (IDFC) and SREI Infrastructure 
Finance had faced slowing infrastruc- 
ture spending. Nevertheless, infra- 
structure remains a long-term growth 
story, and it is expected that compa- 
nies providing finance for such projects 
will do well in the long term. 

Another sector that has been hit 
hard was Commercial Vehicle (CV) fi- 
nancing. Purchase of commercial ve- 
hicles indicates the extent of capacity 
addition in the economy. As the 
economy was slowing down, the need 
for incremental capacity was rather 
low. Consequently, companies such as 
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NBFCs 





Cholamandalam DBS Finance and 
Sundaram Finance—two major play- 
ers in vehicle financing—were ad- 
versely affected. 

However, the worst hit segment 
was the brokerage business, essen- 
tialy due to the meltdown in the eq- 
uity markets. Foreign institutional in- 
vestors vanished from the Indian mar- 
kets, thereby seriously jeopardizing 
the brokerage business. However, 
many brokerage firms, such as Reli- 
ance Capital, Indiabulls Financial 
Services and Religare Enterprises, 
have performed well—these compa- 
nies fared better than their peers as 
their business model is more diversi- 
fied and they have a presence in other 
segments like consumer finance and 
insurance. 

Despite all these slips and the 
bloodbath in the financial world, it can 
be averred that as a whole, the NBFCs 
in India have performed modestly in 
recent times. In fact, the current perfor- 
mance of NBFCs is especially com- 
mendable considering the turmoil of 
the 19905, when the regulatory author- 
ity tightened its grip around the sector 
and many companies had to perish. In 
fact, top NBFCs like HDFC, LIC Hous- 
ing Finance, REC, PFC and STF had to 
forge brands for themselves to raise fi- 
nance at low rates from the bond mar- 
ket. 

However, NBFCs have become 
wiser than before. For instance, many 
of them preferred to deliberately put a 
hold on expansion in December 2008, 
patiently waiting for a conducive finan- 
cial atmosphere. Now, as the economy 
begins to move up, NBFCs are ideally 
placed to take advantage of the oppor- 
tunities it presents. 


Opportunities aplenty 

Given India’s large unorganized mar- 
kets, there is a vast demand for unse- 
cured credit in areas where banks do 
not have adequate exposure. NBFCs 
bridge this gap with their core 
strengths of strong customer relation- 
ships. excellent understanding of re- 
gional dynamics, well-developed col- 
lection systems and personalized ser- 
vices. NBFCs can reach the unorga- 
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nized segments of society with their 
ability to provide innovative financial 
services. These entities play a critical 
role in disbursing credit to the rural 
sector, thus preventing the concentra- 
tion of credit risk m banks. In urban 
areas too, NBFCs focus on non-sala- 
ried individuals, traders, transporters 
and stock brokers who are neglected by 
banks. Thus, МВЕСв are also instru- 
mental in creating substantial em- 
ployment opportunities in these re- 
gions. 

And now the incustry is witnessing 
a paradigm shift, as competition is 
eating into the retail finance space 
which has been traditionally domi- 
nated by NBFCs. Hence, besides the 
retail focus, NBFCs have extended 
sectoral reach to include asset man- 
agement, insurance, used vehicles fi- 
nancing, small personal loans, three- 
wheeler financing, finance for tyres and 
fuel, and hospitality. 

NBFCs are now funding event-ori- 
ented specific borrowings such as IPOs. 
Infrastructure, both rural and urban, is 
under focus. Related industries, espe- 
cially the construction equipment sec- 
tor, will see increased demand in the 
coming days. The microfinancing sec- 
tor is just beginning to gather momen- 
tum and the NBFCs, with their wide- 
ranging geographic reach, can play an 
important role here. 

NBFCs are now aiming at becom- 
ing one-stop shop for all financial ser- 
vices. While this might put them under 
direct confrontation with the banks, 
МВЕСз’ inherent pluses of local knowl- 
edge and quick turnaround capacity 
will make them a preferred source for 
finance. Importantly, they are flexible 
enough to encash on the opportunities 
thrown up by а fastgrowing economy. 


Prudent regulations 

The history of NBFCs in India is not 
devoid of controversies. It was under- 
regulated at times and overregulated 
at others. Nevertheless, the lack of ini- 
tial entry norms led to the unbridled 
proliferation of NBFCs. In March 
1996, there were around 41,000 
NBFCs operating in India, and the to- 
tal public deposits stood at Rs 


17,883.50 cr. It was this giant surge in 
deposit mobilization that caught the 
eye of policy makers. Moreover, the! 
failure/scams of/in some of these insti- 
tutions in the early 1990s necessitated 
more prudent regulations. Various 
committees were set up and the RBI 
was vested with more powers to regu- 
late NBFCs in a better manner. 

The RBI Act was comprehensively 
amended in January 1997, providing a 
minimum entry point norm and com- 
pulsory registration of all existing and 
newly incorporated NBFCs for carry- 
ing on and commencement of financial 
business. In 1997-98, more than 50% 
of the 40,000 NBFCs closed their 
shops. Subsequently, the sector saw 
many restrictions on deposit taking, 
fund-raising and capital adequacy. 
Nonetheless, NBFCs which had inno- 
vated and had guts stayed afloat even 
in those turbulent times. 

In the current downturn, the higher 
capital adequacy norms for NBFCs 
were relaxed, and now the government 
seems to be keen on enacting the pend- 
ing reforms for NBFCs. Given the re- 
cent credit market turmoil, the RBI 
has been asked to find new avenues to 
provide funding to NBFCs. Hence, the 
government set up a Special Purpose 
Vehicle (SPV) of Rs 25,000 cr to tem- 
porarily fund the NBFCs. 

The Finance Ministry is also keep- 
ing a watch on the demands of NBFCs 
to allow them to streamline their loans, 
access funds from state-run infrastruc- 
ture refinancing institutions, and re- 
visit their provisioning norms. NBFCs 
have also demanded some modifica- 
tions in the existing regulatory regime 
by removing unjust restrictions vis-a- 
vis banks so as to have a level playing 
field. 

Given all these, NBFCs have 
emerged as a very important segment of 
the Indian financial system even 
amidst the crisis. Further rationaliza- 
tion, standardization and simplifica- 
tion of the regulatory regime would pro- 
mote the industry and facilitate the 
fast growth of the economy. m 


— Y Bala Bharathi and Sanjoy De 
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Direct Tax Code 


A Mixed Bag 








Undeniably, the Direct Tax Code is a move in the right direction to 
simplify the tax provisions and enhance compliance. However, a few 
aspects of it should be reconsidered and necessary changes brought in 
. to ensure that the DTC stands the test of time. 


- Vikas Vasal 
Executive Director KPMG 





hange is the only constant. The 

tax policy and administration 

need to keep pace with the dy- 
namics of the ever-changing business 
reality. The government has been con- 
templating the introduction of new di- 
rect tax legislation for the last few 
years, and finally a draft of the Direct 
Tax Code (DTC) has been placed for 
public inputs. 

The thrust of the DTC is to improve 
the efficiency and equity of our tax sys- 
tem by eliminating distortions in the 
tax structure, introducing moderate lev- 
els of taxation and expanding the tax 
base. The underlying intent is to do 
away with the plethora of exemptions 
and deductions, which have not only 
made the existing tax law bulky and 
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complicated, but are also one of the 
main reasons for disputes between the 
taxpayer and the tax collector, which ul- 
timately results in prolonged litigation. 
Further, the aim of the DTC is also to 
simplify the language and the layout of 
the provisions for a common man to bet- 
ter understand his tax obligations. 
Besides overall simplification, a 
few of the welcome steps under the DTC 
include reduction of the corporate tax 
rate to 25% from the existing 30% and 
substantial increase in the tax slab 
rates for the individual taxpayers. 
Even though the intent and the aim 
are indeed laudable, however, as is 
popularly said, the devil is always in 
the details; a fine reading of the provi- 
sions of the DTC does throw open many 


issues that call for a debate/relook. A 
few of the important ones inter alia in- 
clude the following. 


MAT based on gross assets 

The Minimum Alternative Tax (MAT) 
has been on the statute book for the last 
few decades. The primary reason for the 
introduction of MAT was to bring into 
the tax net the companies that had 
booked profits but no or minimal tax 
profits, mainly due to tax incentives, ex- 
emptions and deductions available un- 
der the tax law. Currently, MAT is com- 
puted at a specified percentage of the 
book profits of the company. Further, 
MAT is allowed to be carried forward 
for future adjustment against taxable 
profits. 

Under the DTC, it is now proposed 
to levy MAT on gross assets instead of 
book profits at the rate of 0.25% of the 
value of gross assets in the case of bank- 
ing companies, and 2% of the value of 
gross assets in the case of all other com- 
panies. It is also proposed that MAT 
will be the final tax and would not be 
allowed to be carried forward for claim- 
ing tax credit in subsequent years. 

Broadly, the value of gross assets 
would be the aggregate of the value of 
gross block of fixed assets, the value of 
capital work in progress, and the book 
value of all other assets of the company, 
as reduced by the accumulated depre- 
ciation. 

A question arises as to whether 
wealth tax on companies is being dis- 
guised as MAT. This means that even 
in the case of loss making businesses, 
now MAT would have to be paid based 
on the asset value. Besides, this could 
adversely impact sick units, startup 
business ventures, and businesses hav- 
ing long gestation period like infrastruc- 
ture (power, ports, etc.). In view of the 
fact that the DTC proposes to abolish 


| November 2009 | 15 


By Invitation 





profit-linked incentives, there is little 
rationale for continuing with MAT. 
Even otherwise, the provisions need a 
reexamination to restore the levy back 
to book profits or levying MAT on net 
assets after allowing deduction for the 
capital borrowed to acquire those as- 
sets and also reducing the effective rate 
at which MAT is to be computed to en- 
sure that it does not hurt the invest- 
ment sentiment in the country. 


Treaty override 

It is a well-settled principle in respect of 
cross-border transactions in India and 
also upheld by the Indian courts in vari- 
ous judicial precedents that the provi- 
sions of the Double Taxation Avoidance 
Agreement (DTAA) or the domestic tax 
law, whichever is more beneficial, would 
apply. 

Under the DTC, it is now proposed 
to introduce ‘later-in-time doctrine’, 
wh:ch means that in the case of a con- 
flict between the provisions of a treaty 
and that of the DTC, the one that is 
later in point of time will prevail. This 
could have far-reaching consequences 
that are contrary to the established 
principles of international law and may 
create uncertainty and lead to ambigu- 
ity in respect of international invest- 
ment structures and business transac- 
tions. 

It is necessary that specific provi- 
sions are introduced under the DTC to 
reaffirm India’s intent to uphold the 
provisions of the existing DTAAs and to 
use the treaty override provisions only 
as an exception in case of any abuse. 


GAAR 

It is a well-established principle that 
the taxpayer has the right to plan his 
business affairs and thereby optimize 
his tax liability. The courts, both do- 
mestically and internationally, have ac- 
knowledged the distinction between tax 
avoidance and tax evasion. While the 
former is considered legitimate, the lat- 
ter is considered unacceptable and 
against the tax policy. 

It however appears that under the 
ОТС, the above-said distinction will not 
hold any ground. It is proposed that if 
the main purpose of an arrangement is 
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to obtain a tax benefit which lacks com- 
mercial substance and a few of the pre- 
scribed tests are met, then the whole 
investment structure/business transac- 
tion could be disregarded and accord- 
ingly taxed. 

It is pertinent to note that any at- 
tempt to lay down an all-encompassing 
legislation to deter tax avoidance has 
its own downside of penalizing even the 
genuine business structures/transac- 
tions. 

General Anti-avoidance Rules 
(GAAR) would not only add to the uncer- 
tainty but could also result in huge 
amount of litigation, which is currently 
the bane of the existing tax structure. 
Based on international experience, it 
may be appropriate to take a relook at 
these provisions and, maybe, introduce 
Specific Anti Avoidance Rules in re- 
spect of the current/potential areas 
where the tax autherities fear misuse. 


Wealth tax 

The DTC proposes to tax net wealth at 
the rate of 0.25% on all assets, as re- 
duced by certain exempted assets. The 
wealth tax is to apply to individuals, 
HUFs and private discretionary trusts. 
The threshold limit is substantially en- 
hanced to Rs 50 cr in the case of indi- 
viduals and НОЕз (while there is по 
threshold limit in the case of private 
discretionary trust). The inclusion of all 
financial assets—shares, securities, 
etc. (currently tax-exempt)—in the com- 
putation of proposed wealth tax would 
materially impact promoter family 
trusts and high net worth individuals 
who hold huge portfolio of financial as- 
sets. It is therefore important that the 
financial assets should continue to be 
outside the ambit of wealth tax. 


Corporate restructuring 

The DTC has differentiated between a 
business capital asset and investment 
asset, proposing that only transactions 
relating to investment assets (property, 
shares, etc.) will enjoy capital gains tax 
exemption. Consequently, any transfer 
of a business capital asset (all tangible 
and intangible capital assets) that 
takes place in corporate reorganization 
will not get capital gains tax waiver, 


unlike under the existing regime. This 

would make negotiation of M&A deals: 
quite complex and tax burdensome. 
Keeping in view that India is being reck- 
oned as an important investment desti- 

nation by global companies and also 

that many Indian companies are gear- 

ing up to acquire companies overseas, 

M&As should be encouraged with nec- 

essary support from tax and regulatory 

regime, and not discouraged. 

Also, under the existing system, 
transactions between the holding com- 
pany and a subsidiary are not subject to 
capital gains tax so long as the parent 
company owns 100% shareholding of 
the subsidiary for eight years from the 
date of transfer. This eight-year re- 
quirement is also now proposed to be 
eliminated, which means, the transac- 
tion would be taxed the moment the 
parent company ceases to hold 100% 
shares of the subsidiary. This would 
also affect domestic M&As. The above 
provisions do require a relook to ensure 
that the M&As continue to be tax-neu- 
tral. 


SEZ units may lose their tax 
holiday 

Currently, a unit of acompany approved 
as 100% Export Oriented Units (EOU) 
and set up in a Special Economic Zone 
(SEZ) is allowed tax holiday for a speci- 
fied period for the profits earned by such 
units from the export of goods. 

It is pertinent to note that there is 
no grandfathering provision proposed 
for the SEZ units under the DTC. It 
would be unfair to the businesses that 
have already made investments and 
set up such units based on tax incen- 
tives. 


Computation of income from 
business 
Under the DTC, it is proposed that busi- 
ness income is to be computed in respect 
of each business separately. A business 
shall be deemed to be distinct and sepa- 
rate from another business if there is no 
interlacement, interdependence or unity 
embracing the two businesses. 

The purport of deemed definition of 
‘separate and distinct business’ is not 
comprehensible and adds to unneces- 
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sary confusion and ambiguity. As per 
the existing law, income is computed at 
e legal entity level, unless otherwise 
required to claim exemptions. However, 
the DTC requires separate computa- 
tion for ‘separate and distinct busi- 
nesses’ of a legal entity, without specify- 
ing provisions of aggregation of such 
computation at the legal entity level. 


Control and management 
residency test 
The DTC proposes that a foreign com- 
pany shall be treated as resident in 
India in any financial year, if its place of 
control and management, at any time in 
the year, is situated wholly or partly in 
India, as against wholly at present. 
The proposed residency test would 
be inconsistent with the overall intent 
of the DTC of avoiding uncertainties. 
The term “place of control and manage- 
ment, whether wholly or partly" may be 
replaced with the internationally ac- 
cepted principle of *place of effective 
management”. Further, this term may 
be objectively defined and some reason- 
able threshold limit prescribed. Else, it 
is feared that even if one of the Board 
meetings of a foreign company is held in 
India, the foreign company might be 
construed to be resident in India and li- 
able to taxation on global income, which 
{ may not be the intent of the legislation 
per se. 


Non-profit organizations now 
taxable 

Currently, the non-profit organizations 
enjoy tax-exempt status. Under the 
DTC, it is proposed that these organiza- 
tions will be taxed at a flat rate of 1596, 
subject to specified conditions. 

These organizations play an impor- 
tant role in the socio-economic fabric of 
the country and in fact help the govern- 
ment achieve its larger socio-develop- 
ment objectives. Therefore, taxing of 
charitable organizations should be re- 
considered. 


Individuals hurt too — A few pain 

r points 

Allowances/exemptions 

A few allowances/exemptions like 
house rent allowance, etc. do not find 
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any mention in the DTC, which effec- 
tively means that the entire HRA would 
be treated as salary and subject to tax. 

Similarly, the exemption/benefits 
available earlier for leave travel conces- 
sion, medical reimbursements, etc. 
would now form part of the salary and 
be taxable. Similarly, other benefits/ 
perquisites provided by the employer to 
the employee, subject to the new rules 
to be prescribed, may be subject to tax 
on a go forward basis. 

This would effectively increase the 
taxable income of the individuals and 
would reduce the benefit of increase in 
tax slab rates. 

Retirement allowances now taxable 

It is pertinent to note that compensa- 
tion received by an individual under vol- 
untary retirement scheme, gratuity, 
commutation of pension and approved 
superannuation fund would be taxable, 
unless the same is deposited in a retire- 
ment benefit account. This is again a 
significant departure from the existing 
provisions wherein these benefits are 
generally tax-exempt subject to speci- 
fied limits. 

Further, even if the funds are depos- 
ited in Retirement Fund Account, with- 
drawals from the said fund would be 
taxable in any case. 

Change in house property interest loan 
deduction 

One of the popular deductions availed 
by the individuals is in respect of the 
interest paid on housing loan up to Rs 
1.5 lakh in the case of a self-occupied 
property. Under the DTC, this deduc- 
tion would not be available anymore. 

Further, even the repayment of the 
principal amount of the housing loan 
would not be eligible for claiming deduc- 
tion from income. At present, the same 
is eligible for deduction u/s 80C up to Rs 
1 lakh. 

This provision requires a relook, as 
owning a house is still a dream for a 
majority of the Indians. The deduction 
in this respect may be limited to the 
first house property bought by the indi- 
vidual, or at least this deduction should 
be made available to the women to 
bring in more socio-economic parity. 
Deduction for savings 
Currently, an individual is eligible for 
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deduction up to Rs 1 lakh for various 
savings, investments and expenditure 
incurred by him under the specified 
schemes. 

It is now proposed to enhance the de- 
duction limit to Rs 3 lakh; however, the 
scope of investment avenues will be re- 
duced to primarily children’s education 
expenses and investments made with 
savings intermediaries, like provident 
fund, superannuation fund, life insurer 
and new pension scheme. 

It appears that no deduction would 
be available for bank fixed deposits and 
other investment avenues like specified 
funds, etc. 

EET regime — Impact on retired personnel 

The move to bring in all the saving in- 
struments under the EET regime is in 
line with the international practices. 
This, however, has to be considered in 
line with the macro socio-economic real- 
ity in the country. In India, we do not 
have a comprehensive social security 
scheme. In fact, a large majority of the 
individuals do not even have access to 
good medical facilities in their old age. 
There are only a few tax effective retire- 
ment schemes wherein people are able 
to save for their retirement age. Taxing 
the benefits arising out of these is likely 
to hurt most of the retired individuals. 

The EET regime requires a relook. 
Besides, clarity is required in respect of 
the grandfathering of various schemes 
like PPF, insurance policies, etc. to en- 
sure that the existing investments/ 
schemes continue to enjoy the tax-ex- 
empt status and only future invest- 
ments/schemes are brought under EET 
regime. 


In the right direction 

No doubt the DTC is a move in the right 
direction to simplify the tax provisions 
and enhance compliance. However, a 
few aspects of it should be reconsidered 
and necessary changes brought in to en- 
sure that the DTC stands the test of 
time and is instrumental in increasing 
the overall revenue collection by bring- 
ing more people into the tax net and not 
just by squeezing in more taxes from 
the existing Базе. 
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ndian steel industry which has 

been facing tough times following 

the global recession has started 
showing some distinct signs of improve- 
ment in recent months. Strong domestic 
demand and increased infrastructure 
spending by the government have been 
driving the industry at a time when the 
scars of recession have not disappeared 
completely yet. Since March, the indus- 
try is running at full capacity, and do- 
mestic steel majors such as Tata Steel 
and state-run SAIL have reported 
double-digit growth in production and 
sales during the second quarter of the 
current financial year, reflecting clear 
signals of a recovery in the steel sector 
of the country. 

Now, analysts anticipate the de- 
mand for steel in India to surge by 8 to 
10% in this fiscal in view of the series 
of government supported infrastruc- 
ture projects under the stimulus pack- 
age and the work ahead of Common- 
wealth Games which is scheduled to be 
held in 2010. Furthermore, it is ex- 
pected that global steel demand would 
return to around 5% growth rate, post- 
crisis, led by emerging markets, in- 
cluding India. All these augur well for 
the steel firms operating in India. 
However, industry experts feel that the 
rising domestic demand for steel 
would raise imports especially at a 
time when the domestic steel prices 
are higher as compared to interna- 
tional prices. 

It is feared that domestic steel 
rates may come under pressure from 
the low-cost steel of China, the largest 
producer and consumer of steel in the 
world. Moreover, the global as well as 
the Indian steel companies are likely 
to face a plethora of hurdles with re- 
spect to land acquisitions while set- 
ting up greenfield projects. But despite 
all these odds, it is held that the Indian 
steel industry has left behind its dire 
past of last year (October-December). 
Demand has been improving from 
April onwards and Indian steel firms 
are encashing on these opportunities 
by raising the level of production and 
adding to capacity, and they have even 
outperformed their global counter- 
parts. 


Steel 


In resurgent mood 

The all-pervading global recession that 
had impacted all the commodities, hit 
the steel sector also hard, leading to a 
fall in the prices by more than half in 
the last year. Many steel companies in 
India were seriously mulling then to cut 
down prices or curb production and even 
to postpone their expansion programs, 
as substantial decline in the interna- 
tional prices of steel, fears of cheap im- 
ports from China, Thailand and west- 
ern economies, and increasing material 
costs were putting enormous pressure 
on the margins. However, in recent 
months, the steel industry has started 
showing some definite signs of recovery. 
In fact, domestic steel firms have 
bucked the recessionary trend which 
drove several global steel players into 
losses. India—the fifth largest producer 
of steel in the world—has posted better 
than expected half-yearly growth, being 
driven by rising construction and infra- 
structure activities. In addition to that, 
the rising automobile sales are also 
driving up the industry’s growth rate. 
Auto sales in India—the third largest 
automobile market in Asia—rose 26% 
in August and the sales are expected to 
advance in the coming months. Another 
strong demand is expected from power 
sector: India plans to add 78.7 billion 
watt by March 2012 to bridge the deficit 
at the peak season and the investment 
is estimated to the tune Rs 10.6 tn. The 
building of power plants requires a huge 
amount of steel and the orders of power 
firms have gone up dramatically in the 
past several months. Besides that, re- 
cently the World Bank has earmarked 
an extra $4.3 bn to support the country’s 
infrastructure construction. With rising 
construction activities, domestic steel 
firms are keen to expand capacity fur- 
ther and began to reoperate some 
halted investment projects. 


Steely show 

In recent times, domestic steel compa- 
nies have come out with stellar perfor- 
mances. The state-promoted SAIL has 
become the most profitable steel com- 
pany globally, outclassing steel biggies 
such as ArcelorMittal, Posco, Bao 
Steel, Nippon in the half yearly profits. 
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The company has reported net profit of 
$571 mn for the January-June period 
of 2009. Only South Korean steel giant 
Poseo has come somewhere closer to 
match SAIL with a net profit of $565 
mn in the first half of 2009. 
ArcelorMittal, the world’s largest steel 
company, has reported a net loss of 
$1,855 mn during the period, while 
Japanese Nippon has reported a loss 
of $1,043 mn. Russia’s Severstal has 
reported a loss of $944 mn and US 
Steel а loss of $831 mn, while Bao 
Steel of China a profit of $98 mn. 
“SAIL’s performance during the first 
half of 2009 has been best in the world 
steel industry because of a series of 
steps that the company took in re- 
spanse to the economic downturn. Not 
only did the company improve perfor- 
mance on technceconomic parameters, 
it lay thrust on value-added products 
and cost-efficiency. The efforts have 
been aided by consistent growth in do- 
mestic steel demand," SAIL Chairman 
SK Roongta commented. Private sec- 
tor steel company Tata Steel has 
emerged as the third most profitable 
company during the first half of the 
year with a profit of $458 mn. TATA 
Steel has posted a 19% rise in sales in 
the second quarter ended September 
2009 in line with improved steel con- 
sumption across the country. Its sales 
crossed 1,456,000 tons in the second 
quarter of 2009-10 compared with 
1,220,000 tons in the previous corre- 
sponding period. Tata Steel’s higher 
sales performance was matched by an 
increased production level in the first 
half of the calendar year. The company 
recorded a 22% higher production of 
seleable steel to 3,061,000 tons in the 
first half of the year. 

The performance of SAIL and Tata 
Steel mirrors the improved showing by 
other domestic steel companies. Steel 
demand in the country has grown every 
month in the current financial year and 
is projected to grow by 10% in the entire 
year. Even World Steel Association 
(Worldsteel) has forecasted that while 
the global steel consumption this year 
is set to decline by around 15% to 1,019 
million tons, use of steel in India would 
increase by about 2%. 
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Making a beeline 
An unrelenting decline in demand that 
has held steelmaking capacity world- 
wide in stasis for nearly a year is push- 
ing top global procucers to expand their 
footprint in India. Strong local demand, 
driven by infrastructure building and 
rebounding car sales, has led big foreign 
steelmakers to seek out investments in 
the fragmented lecal industry, after ef- 
forts to develop stand-alone projects 
met with delays. India’s steelmaking 
capacity, only a tenth of China’s, is 
dominated by large domestic producers 
Tata Steel, SAIL and JSW Steel, leav- 
ing a large number of stee! makers with 
a capacity of less than 1 million tons. 
Whatsoever, “India is on the radar 
of most companies given the lucrative- 





ness of the market,” opines Rakesh 
Arora, Analyst at Macquarie Research. 
“India has both demand growth and 
cheap iron ore going for it.” Mid-level 
firms, including Usha Martin, 
Electrosteel Casting, Bhushan Steel 
and Monnet Ispat, are counted as lucra- 
tive targets for acquisitions or joint ven- 
tures by foreign companies eager to en- 
ter a market plagued by regulatory snag 
and land acquisition issues. Recently, 
ArcelorMittal unveiled that it would 
acquire a one-third stake in Indian re- 
roller Uttam Galva, and more such 
deals are expected given the difficulty of 
going it alone in India. It is not easy for 
someone coming from outside to estab- 
lish a greenfield project in India. 
Bhushan Steel, the largest manufac- 
turer of auto-grade steel in India, is in 
talks with Japan’s Sumitomo Metal 
Industries to jcintly build a steel plant 
in India. Smaller steel firms, which 
make up nearly half the industry in 
India, are attractive targets given their 
value-added steel capacity and coal and 
ore reserves. “Many small steel compa- 
nies have correred large iron ore and 


Strong local demand, driven by infrastructure 
building and rebounding car sales, has led big 
foreign stee|makers to seek out investments in 
the fragmented local industry. 


coal resources and are pursuing large 
steel projects. If there's a partnership or 
a stake sale, they can see a large jump 
in valuations,” Macquarie's Arora: 
added. However, smaller, less-competi- 
tive domestic players could see their 
market positions under threat as global 
players increase their presence in the 
country. 


Demand-supply gap 

Given the rising domestic demand for 
steel, it is expected that India’s steel 
output would not be enough to meet lo- 
cal demand and Indian firms have to 
import steel. According to provisional . 
estimates, imports have already risen 
by 496 year-on-year between April-Au- 
gust to 2.75 million metric tons. Accord- 
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ing to the Joint Plant Committee, a 
data dissemination unit under the fed- 
eral steel ministry, the shipments were 
mainly from Russia, Ukraine and 
France. India’s steel output rose just 
2.7% on year to 23.46 million tons in the 
first five months of the current fiscal year 
from April, while demand rose by 6.6% to 
22.14 million tons, which could lead to a 
rise in imports in the coming months. 
According to official sources, there have 
been a number of contracts for hot-rolled 
coil imports signed between Chinese ex- 
porters and Indian buyers in the last few 
months. Whatsoever, with the expected 
surge in construction activity, steel pro- 
ducers are again looking at adding ca- 
pacity. “Most companies, which had ear- 
lier deferred their investment plans, are 
starting to invest again in capacity ex- 
pansion,” said Seshagiri Rao, Joint 
Managing Director of JSW Steel Ltd., 
India’s second-biggest steel company by 
domestic sales. 





Untapped potential 
Luxembourg-headquartered 
ArcelorMittal anticipates global steel 
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“Because of real signs of recovery across the economies and strong demand in | 
consumer durables, high growth in automobiles, greater focus in infrastructure, 
higher government spends in India, we are witnessing the signs of current recovery 


in the Indian steel industry.” 


After a year-long slump, the steel industry in India is showing signs of 
revival. How dc you see this trend? 

Anil Sureka: We believe the worst is over for the steel industry. 
The Indian steel outlook is now more positive with demand 
likely to rise 5-6% pa in FY10-11E, small price hikes and re- 
duced balance sheet concerns. Steel prices have formed an ini- 
tial bottom in Eurcpe, as de-stocking slows and seasonal activ- 
ity returns. We anticipate a price rebound. 

During Q1 FY10, India's steel industry witnessed demand 
growth of 4.9% YoY, with demand for steel rising to 12.8 mt 
versus 12.2 mt for Q1 FY09. Demand for steel is likely to in- 
crease significantly on the back of government spending. As per 
the recent budget, the government plans to spend $37 bn on 
building roads, telecom, power and irrigation systems, which 
will boost demand for steel. We believe the demand trend is 
likely to improve going forward as infrastructure spending gath- 
ers momentum, thereby resulting in a strong pricing scenaric in 
FY10 in the Indian domestic market. 

Ashok Mittal: Definitely, the market has overcome the bottom 
seen in late 2008. Demand has improved from April month, not 
only domestically, but internationally as well. August has seen 
the highest production across world to 106.5 million tons 
(2.5096) from 103.9 million tons in July. Moreover, the trend is 
quite forward looking for India, the 5% largest producer in the 
world. India's posting better than expected quarterly growth 
ard the rising demand from automobile and construction sector 
strengthen our view. 

Hitesh Agrawal: Domestic demand within the country contin- 
ues to be strong. The top three major steel companies (Tata 
Steel, SAIL and JSW) have witnessed robust sales growth of 
15-50% in Q2'10. This has been primarily led by a strong de- 
mand from its user-industries like auto, construction, consumer 
durable, etc. Going forward, we expect the domestic steel indus- 
trv to maintain a 7-8% growth rate over the next 2-3 years. 
What were the reasons behind the slump? 

Anil Sureka: The credit crisis, global recession, sharp declines 
in asset prices and falling consumer and business confidence 
had hit India’s growth momentum; however, India was less af- 
fected due to India’s strong domestic economy and relatively 
lower overall dependence on exports. 

Funding constraints had led firms to shelve fresh invest- 
ments in both the manufacturing and real-estate sectors. Inven- 
tories were piling up due to plummeting domestic and external 
demand, leading to production cuts. The slump in the value-of 
exports was exacerbated by falling commodity prices and diffi- 
culty in accessing trade credit. 
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Further, rising negative feedback loops from higher non- 
performing assets, tightening lending standards, fall in prop- 
erty prices and the ensuing further job losses had increased the 
risk of a sharper economic downturn. 

Ashok Mittal: Well, the slump was caused both by domestic 
slowdown in demand as well as the global recession. The global 
recession that impacted all commodities, hit the steel sector 
also hard, leading to a fall in prices by more than 6046 in the last 
year, from the high of Rs 37,000 per ton levels. Moreover, the 
higher cost of raw material resulting in increased cost of produc- 
tion as against the sales realization and thereby production 
cuts and major producing companies running into financial 
losses have led to the expansion of the effect. 

Hitesh Agrawal: The slump was on account ofthe global credit 
crisis, which was largely fueled by liquidity problems. Steel 
prices fell sharply in October-December 2008 period. This also 
had an effect on India wherein steel volumes fell іп Q3'09. Ex- 
ports dipped sharply forcing companies to look for growth op- 
portunities within the country. 

To what factors do you attribute the current recovery of Indian steel indus- 


try? 
Anil Sureka: The Indian steel industry (as also Chinese steel 
industry) was relatively less affected compared to its peers in 
other countries during the recent turmoil, though exports took a 
plunge. The penetration of steel in India with reference to usage 
and applications is quite low compared to other developed 
countries. The per capita steel consumption in India is very low 
(around 49 kg). Steel is not yet a popular and widely used mate- 
rial in India because of various reasons, as compared to other 
materials like cement, plastics, fibre, wood, etc. This has re- 
stricted the widespread use of steel. The above facts, coupled 
with strong domestic growth fundamentals, had limited im- 
pact on the Indian steel industry during the last financial tur- 
moil. Now, because of real signs of recovery across the econo- 
mies and strong demand in consumer durables, high growth in 
automobiles, greater focus in infrastructure, higher govern- 
ment spends in India, we are witnessing the signs of current 
recovery in the Indian steel industry. In fact, steel industry is 
among the few industries to rebound very quickly. 
Ashok Mittal: Improvement in domestic demand and slight 
advancement in international prices have affected the prices on 
the Indian front as well. Further, we consider demand from 
automobile and construction sectors to be the drivers of the 
current recovery. 

Moreover, expansion programs in greenfield and brownfield 
projects, modernization plans, joint ventures with overseas 
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counterparts, and governments' inclination towards providing 
resources to boost infrastructural development are among 
other broad reasons for the resurgence. 

Hitesh Agrawal: The strong growth witnessed by India's auto- 
mobile industry, which has been growing in high single to 
double digits, has been one of the factors that has supported 
the growth of the Indian steel industry in recent quarters. 
Apart from this, with interest rates on the downhill, the activ- 
ity in construction has also picked up. Further, with liquidity 
back in the system and sentiments improving, many plans 
that India Inc. had put on the back burner during 2008 (owing to 
the crises) have been revived. The government is also doing its 
bit by spending on infrastructure, which again provides a good 
stimulus to steel demand in the country. 

What is the current demand-supply scenario in Indian steel industry like? 
What would be the implications of any demand-supply mismatch? 
Anil Sureka: The demand-supply situation currently is al- 
most self-sufficient for the country, leaving little room for im- 
ports. At present, there is almost 90% capacity utilization and 
there will be not much impact in utilization in FY10, although 
there may be a slight impact due to the time taken for new 
capacity to operate at full efficiency. Any demand-supply mis- 
match would lead to material getting exported. However, it 
would be to a certain extent. It is expected that any major mis- 
match would be taken care of by the reduced investment cycle. 
We will also see a few consolidations in the industry to bring in 
more efficiency and synergy. 


Demand-Supply Scenario 











Ashok Mittal: The growing demand from automobile and con- 
sumer durables raised the Indian steel consumption in August 
to 4.6 million tons, up 496 over 4.4 million tons in the same 
period last year. Against this, India produced 4.7 million tons 
of steel in August, down 146 from 4.74 million tons a year ear- 
lier. The production fell in spite of the fact that the major steel 
producers witnessed 20% growth in production. The August 
production and consumption were almost on a balance; how- 
ever, India imported from China to benefit from low prices as 
well. 

Thus, we see that the demand is to outpace production in 


| the coming months so India would be heavily dependent on 


imports or to raise its production capacity. For this, the govern- 
ment is taking planned initiatives to spend Rs 70,000 cr on 
modernization and expansion and to help the leading compa- 
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nies like SAIL, RINL and NMDC, increase their capacity. 
Hitesh Agrawal: India's steel demand is expected to grow by 
7-8% over the next couple of years. While the country is ex- 
pected to add approximately 10 million tons of brownfield ca- 
pacity over the next 2-3 years, it is likely that the company 
may become an importer of steel in the long-term in case the 
greenfield projects do not take off in a substantial manner. 
Many steel majors are eyeing India as global demand slumps. How do 
you see this trend? How are the domestic steel firms placed vis-à-vis 
these foreign players? 
Anil Sureka: Global slumps did not have a major impact on 
the Indian steel industry and Indian economy, as indicated by 
the macroeconomic indicators. However, this is in part also due 
to India's domestic steel supply and demand almost matching 
up on the back of low per capita steel consumption which is still 
at about 49 kg/year. 

There are efforts on to push up steel consumption in India. 
The government's target of increasing investment in infra- 
structure to more than 9% of GDP by 2014 is expected to drive 
demand for steel. Real estate demand outlook is positive in the 
coming months based on low interest rates and improved li- 
quidity. The automotive volumes are showing a strong perfor- 
mance in the domestic market, although the global markets 
are yet to get the momentum. The Consumer Durables Index 
has shown signs of improvement in the past two months with 
positive growth of more than 10%. All these together have cre- 
ated an impetus for growth and driving up investment opportu- 
nities. 

However, in the steel sector, there are concerns that are 
either delaying or dissuading investments. 

* Land acquisition and related policy hurdles have adversely 
affected steel players like Posco, ArcelorMittal and Tata 
Steel in their investment plans. 

* Several foreign steel players are also finding complications 
and delays due to mining-related policies, deterring invest- 
ment motivation. 

* Steel growth in India is unlikely to attain the unprec- 
edented growth seen in China, mainly due to the differences 
in the constituents of the GDP of the two giants of Asia— 
Service Sector in India has more than 5446 weightage in 
GDP and Manufacturing has around 25% weightage, 
whereas Manufacturing weightage is approximately 50% 
in China. Besides, India being a democratic setup, it will 
take a longer time frame to see steel demand match up and 
overtake domestic production capacity. New added capaci- 
ties can create an oversupply situation, driving down in- 
vestment return prospects. 

* The steel supply chain in India (from producer to last mile 
consumer) is still in infancy, unlike in the developed world. 
Improvement in total supply chain to improve the avail- 
ability of ready-to-use steel to points of consumption can 
give a boost to total steel demand in India and enhance per 
capita consumption. 

Ashok Mittal: The steel majors are eyeing India as a preferred 

destination because the availability of raw material needed for 

steel plants is luring global steel companies for joint ventures. 
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The Indian companies have ample raw material availability, 

while the global counterparts have technology and funds. The 

domestic steel firms are also looking into joint ventures, 
against the expensive mergers and acquisition, cautioned by 
the current economic scenario. 

Recently, ArcelorMittal tied up with Uttam Galva. 
Wherein ArcelorMittal would depend cn Uttam Galva as sup- 
pliers for hot rolled coils, Uttam Galva would get access to 
technology for some high-end flat steel products. However, 
there is no obligation on either side for dealings. 

Domestically as well, despite the fact that the current year 
would see developments through brownfield expansions, add- 
ing a fresh capaeity of 4.8 milliom tons to total at around 70 
million tons, some greenfield projects are also streamlined 
around 2011, with potential upside in demand. 

Hitesh Agrawal: Over the next decade, Indian market ap- 

pears lucrative and global companies are trying to benefit from 

it by setting up plants in the country. Steel majors like Arcelor 
and Posco intend to set up steel plants with a total capacity of 

35 million tons te capitalize on the streng domestic demand. 
With domestie demand being very strong as compared to the 

demand in the developed world, Indian companies have been 

pushing for imposizion of safeguard duty to prevent dumping of 
steel products. Already the government has taken a number of 
steps in the last 10 months to help the industry as a whole: 

Export duty on steel products withdrawn; 

Import duty on steel products reimposed at 5%; 

Reintroduction of DEPB benefits; 

Countervailing duty reimposed; and 

е Import of HR coil placed under restricted category 

What are the challenges the steel industry in India is facing today? 

Anil Sureka: The major challenges are related to 

sustainability issues like: 

е Raw material securitization: Prices of major raw mate- 
rials are increasing. Major raw materials companies are 
taking a dominant hold of the market through consolida- 
tions, and resource nationalism is making a comeback. All 
these together with raw material supply interruptions 
drive up the production costs of steel. 

* Import threat: The steel industry in India has been argu- 
ing for a safeguard duty of up te 25% to protect the domestic 
steel industry from cheaper imports from either Common- 
wealth of Independent States (CIS) countries (especiaily 
Russia and Ukraine) or China (where export rebates have 
been increased recently to provide an impetus to exports). 

e Excess capacity: To minimize overcapacity and its ill- 
effects, excess capacity need to be determined and volun- 
tarily adjusted based on principles of free trade and mar- 
ket economy. 

* Infrastructure bottleneck: For a rapid growth of the in- 
dustry, the government needs to address the major infra- 
structure issues like highways closer to the steel factories, 
world standard ports and dedicated railways. 

е Enhancing environmental value and conserving en- 
ergy: Steel industry has to reduce its environmental im- 
pact like reducing greenhouse emission, conserving energy, 


24 | November 2009 | 


increasing material efficiency, steel recycling, and main- 

taining proper Environmental Management System to 

sustain the competitiveness of the company. 

е Volatility in steel prices: Steel price fluctuations have ті 
be made more stable. This will require massive growth of 
steel in construction and further consolidation in steel in- 
dustry that would allow better demand-supply synchro- 
nized production and inventory management. 

е Safety of employee and society: Proper training should 
be given to employees for their safety, and loss-time injury 
frequency rate should be made negligible. 

е Secure young talents to upgrade the steel industry: 
The advancement of the steel industry depends on develop- 
ing young talents. If we have to grow at a faster pace, we 
need more qualified and skilled manpower—we need to 
generate more engineers and technical personnel. 

Ashok Mittal: The challenges that India is facing currently is 

both on the domestic and global fronts. The domestic steel 

rates may get beleaguered as prices fall in China by 10-12% to 
around $510/ton level in the last month, after hitting a high of 
around $600/ton in August. This has created fear among In- 
dian companies that the swelling low-priced steel imports may 
discourage consumption of Indian products. As per the Steel 

Ministry data, steel imports increased 946 to 0.8 million tons 

in August over the corresponding period last year, a quick reac- 

tion to falling prices. 

Moreover, China offered 9% VAT rebate on its exports of 
high-end steel products to support domestic steel mills run- 
ning into overproduction. Adding to it, a rise in domestic de- 
mand has made India a preferred dumping ground for global 
steel mills, like in Russia and Ukraine. The Directorate Gen- 
eral in India suggested a 2596 safeguard duty on imports of hot 
rolled coils, sheets and strips priced below $500 a ton. How- 
ever, the decision is still pending. 

Hitesh Agrawal: 

e Setting up of greenfield plants; and 

e Getting access to raw materials viz., iron ore and coal 
Companies like ArcelorMittal, Posco, Tata Steel, J SW, 

Essar have announced mega projects which will add approxi- 

mately 100 million tons of capacity over the next decade. While 

these projects were announced 2-3 years back, most of them 
are yet to start because of : 

a) Difficulty in acquiring land; and 

b) Procedural delays in allocation of mines 
If quick action is not taken by the Government of India, we 

may lose approximately $400 bn of investment. 

How do you see the future of steel industry in India? 

Anil Sureka: India's steel producers are known worldwide for 

low-cost production. The country's steel industry is maintain- 

ing the pace to meet the end-users' increasing quality and ser- 
viee demands. The industry has gained strength from the 
strong Indian economy and the growing sectors like infrastruc- 
ture, construction and automobile. Although India consumes 
less steel as compared to other Asian countries (per capita 
steel consumption in India is 49 kg, as against 113 kg globally). 
yet it was ranked the fifth major crude steel producer in the 
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world in 2008. Thus, the country offers vast scope for the steel 
industry in the future. 
Ashok Mittal: The steel secretary, PK Rastogi, expects steel 
demand to touch the double-digit mark (10%) by the year-end. 
The budget has laid major emphasis on infrastructure devel- 
opment, which would provide new opportunities for steel m- 
dustry. Besides, the demand from automobiles and construc- 
tion sectors and cheap availability of iron ore portray а promis- 
ing picture for India to be an ideal steel production destination. 
While long steel products used for construction activitzes 
have not witnessed any major price correction in the past few 
months, prices for flat steel have moved up in almost every 
month in FY09-10, recording an increase of 15-18% in Apnl- 
August 2009. The demand was at its peak in August 2008, and 
growth (although marginal) in August 2009 is clearly hinting 
that more is to come for the steel sector. The demand/consump- 


tion outlook for this industrial metal is expected to be strong 
and stable in the coming months as one of the worst recessions | 
in world history is coming to an end. ! 
Hitesh Agrawal: Despite the delays in setting up greenfield 
plants, Indian steel industry is well-placed vis-à-vis its global 
peers because of: 
e Strong domestic demand; and 
e Access to low-cost iron ore 
Also, low cost structure for some companies like JSW 
Steel, SAIL and Tata Steel (India) provides them with a com- 
petitive edge. 
*Executive Director (Finance), Ispat Industries Limited, Mumbai 
**Vice-President and Country Head, Karvy 
Comtrade Ltd., Hyderabad 
+Head — Research, Angel Broking, Mumbai 


demand returning to about a 5% growth 
rate after the crisis is over led by emerg- 
ing markets, including India. “Driven by 
emerging market, world steel demand 
will return to a 3 to 5% growth trend 
post-crisis," said an optimistic Lakshmi 
N Mittal, the Chairman and Chief Ex- 
ecutive Officer of ArcelorMittal. How- 
ever, a slow and uncertain recovery is ex- 
pected in the developed world including, 
US and Europe. “Market are not ex- 
pected to normalize in Europe and the 
US in 2010," added Mittal. 
Whatsoever, tne Indian steel mar- 
ket holds a lot of promise. And the gov- 
ernment has projected India achieving a 
steel capacity of 124 million tons in the 
next three vears and 150 million tons by 
2015. However, honestly speaking, 
there are not many takers for the gov- 
ernment projecticm of India achieving 
the target. Doubts of capacity doubling 
in three years arise as none of the big- 
ticket investments promised by some 
major foreign anc domestic steel com- 
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panies has materialized for one reason 
or another. They are net going to take 
the risk of investing around Rs 50,000 
cr in a steel plant until they get linkages 
to iron ore and coal mines, find a sup- 
portive infrast-ucture, and until they 
gobble all the required land without fac- 
ing any hue anc cry from the local popu- 
lation. In addit:on to these, there lies a 
lot of scope for improvement on the con- 
sumption front. Despite the rising de- 
mand for stee_, absolute demand re- 
mains far below global levels, with per 
capita steel consumption at 44 kg per 
year, compared to 100 kg in Brazil and a 
global average of 198 kg. So there lies 
lot of opportunities untapped. “India 
will continue te see growth. Per capita 
consumption is very low, so the poten- 
tial is very high,” comments Tata Steel 
Chairman Ratan Tata. 

The steel ministry is hopeful and 
heavily banking on the brownfield 
projects. It says that undoubtedly the in- 
dustry will create nearly 33 million tons 


of additional capacity by already operat- 
ing mills in the next three years. And the 
ministry is pleased, with the domestic 
steel firms adding to the capacity or in- 
vesting in brownfield projects. But unde- 
niably, the country's self-reliance on 
steel in the long run will depend on com- 
missioning new steel projects. The prin- 
cipal impediment to commence work on 
a project of the size proposed by 
ArcelorMittal is to acquire up to 10,000 
acres of adjacent land without causing 
social disharmony. Whatsoever, the rap- 
idly growing domestic market for steel is 
no doubt an incentive for investors. But 
truly the abundance of iron ore and ther- 
mal coal are what have enticed Posco 
and ArcelorMittal to come here. How- 
ever, for growth to sustain in the long run, 
the important parameters are speedy 
and careful handling of land issues and 
proactiveness of all the parties, besides 


rising demand.s 
E. Y Bala Bharathi and Sanjoy De 
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Indian Realty 


Revival in the Offing? 





With prices having bottomed out and sales on the upswing, the Indian 
realty market is showing signs of gradual recovery. 


- Kunal Lakhan 


Research Analyst, KR Choksey Shares & Securities Pvt Ltd, Mumbai, India 





eal estate prices were worst hit 
by the economic downturn. 
ough the prices have recov- 
ered marginally, it will be sometime be- 
fore the market actually picks up. Ample 
liquidity in the economy, coupled with 
reduced interest rates, has given the 
much-needed boost to the sector. Last 
year, we saw property prices drop by 
around 30-40%; however, in the past 
three months, prices have not just stabi- 
lized, but have risen by 10-15%. Though 
the high-growth trajectory of the previous 
years saw a setback during the global 
economic slowdown, the inherent strong 
economic fundamentals, low exposure to 
debt and state intervention would help 
the sector gradually return to the path of 
recovery and witness a robust demand 
for real estate across the sectors. 
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The tug-of-war between developers 
and customers has ended, with prices of 
upcoming projects coming down by 
25-30% and those of developed ones by 
15-20% from the peak levels. In the resi- 
dential segment, the strategy has paid 
off, as there have been clear signs of de- 
mand picking up, albeit at a slower 
pace; whereas in the commercial seg- 
ment, developers have reduced the 
prices of properties by 40-50% from the 
peak levels, but no demand uptick has 
been seen yet. In a bid to improve cash 
flows, most developers have stalled con- 
struction of capital-intensive projects 
and are directing the funds into projects 
already under development. Also, de- 
velopers have revised the product mix to 
focus more on development of residen- 
tial properties, more particularly in the 


affordable housing segment in the near 
term, as demand is being seen only for 
these properties. 

At present, the market is favorable 
for buyers. With the festive season 
around the corner, we are expecting 
sales to pick up. We believe that prices 
have bottomed out and are now on the 
upswing. Banks and financial institu- 
tions are offering their customers home 
finance at 8-9%. With interest rates in 
the US and the UK being below 1%, 
NRIs have again started investing in 
India. Interestingly, the revival in the 
real estate sector has been driven both 
by genuine buyers (end-users) and in- 
vestors. About 40% of the stocks sold in 
the last few months in super metros 
have been bought by investors. This 
could be a sign of further improvement 
in investor sentiments. However, a good 
number of the investors are medium to 
long-term investors. These investors 
are not purely speculative and are in- 
vesting in real estate as a shelter 
against inflation. 


Revival factors 

To understand and analyze the factors 
behind the revival of the real estate in- 
dustry, we have to first understand the 
mistakes committed by developers dur- 
ing the boom period. The developers 
mainly committed five mistakes: (1) Ac- 
cumulation of land bank; (2) Excessive 
Borrowing; (3) Focus on premium apart- 
ments and commercial properties; (4) 
Exorbitant pricing; and (5) Diversifica- 
tion into unrelated area. Post the real 
estate meltdown, the developers have re- 
alized their follies and are adopting 
strategies towards rectification of these 
mistakes. While the developers were get- 
ting their act right, the government 
played its part through the two fiscal 
stimulus packages that were rolled out 
in October 2008 and January 2009. 
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The government instructed public see- 
tor banks to extend special interest 
rates for housing loans in two categories 
—8% interest rates for loans up to Rs 5 
lakh, and 9.25% for loans between Rs 5 
lakh-20 lakh. Furzher, the government 
cut the ad valorem duty on steel and ce- 
ment products by 4%, which reduced 
raw materral costs for developers. 
These measures resulted in cheaper 
loans for housing and lower construc- 
tion costs which enabled developers to 
cut prices, and thereby boost demand. 
The RBI allowed real estate developers 
to avail of financing from banks on easy 
terms and restructure/reschedule their 
loans due for payment before Q1 FY10. 
The RBI instructed the banks to allow 
restructuring of real estate loans with- 
out downgrading the status to NPA cat- 
egory; as a result, it hugely benefitted 
the developers across the country who 
successfully refimanced/rescheduled a 
substantial amount of short-term debt 
into long-term. The drop in interest 
rates and favorab.e measures fram the 
government have started showing re- 
sults. The floating rate for housing prop- 
erties has declined from the peak of 18- 
14% to a low of 8.0-9.25%. The increas- 
ing availability of finance at cheaper 
rates has improved the demand, at 
least for low-ticket properties. 


Consolidation of land bank 

During the real estate boom, real estate 
developers were plush with cash—not 
just the cash flows from projects, but also 
funds garnered from capital markets, 
which were en an upswing, and real es- 
tate stocks found enough takers. During 
2005-2007. construction activity was in 
full swing to mee: the strong demand, 
which led to a mad rush for acquiring 
land banks. Moreover, the capital mar- 
kets were valuing real estate companies 
based on their land bank (1.е., assigning 
NAV), which further pushed developers 
to accumulate land. While developers 
were rushing for land, prices shot up by 
100-150% over CY05-07. Notably, this 
land bank accretion was funded through 
short-term debt, that too at exorbitantly 
high interest rates (12-14%). Over the 
past nine months, major developers have 
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consolidated their land parcels, which 
has led to 35-45% contraction in their 
land banks. This reorganization has 
been driven by identification of the core 
land banks and selloff of the non-core 
land parcels. 


Focus on deleveraging 

During the real estate boom, healthy 
cash flows and easy access to equity and 
debt prompted most developers to di- 
versify their revenue base across non- 
real estate businesses like power, 
telecom, windmills, hotels, amusement 
parks, etc. These projects were mainly 
funded through debt. However, the glo- 
bal liquidity crunch resulted in acute 
fund shortage not only for these ven- 
tures but even for the core operations. 
Following the government boost on the 
debt repayment/restructuring front, 
deleveraging has assumed top priority 
for the real estate developers to im- 
prove their balance sheet. Developers 
have adopted strategies like equity di- 
lution and asset sales to deleverage 
their balance sheets and garner funds 
for their existing projects. Developers 
are selling off non-core assets and are 
also monetizing some ready properties 
to raise funds. The development activ- 
ity in the commercial property segment 
has been indefinitely put on hold or de- 
ferred in order to preserve funds and di- 
rect it to more cash-generating projects. 


Shift towards affordable housing 

Before the bust, the real estate prices 
saw a strong rally and rose to unprec- 
edented levels. Moreover, developers 
started focusing more on premium 
projects (generating higher margins), 
which limited the choice for the middle 
class. Meanwhile, income levels did not 
rise commensurately for the middle 
class, which forms the largest component 
of housing demand. During the same pe- 
riod, consumer sentiment was turning 
weak due to the rising inflation and in- 
terest rates (and thus EMIs). The 
subprime crisis led to the economic slow- 
down throughout the world, including In- 
dia. This led to uncertainty and insecu- 
rity among the buyers, who then post- 
poned their decisions. In the commercial 
property segment, lease rentals had 


skyrocketed, becoming unviable for busi- 
nesses like retail and ITeS, which have | 
been the key drivers of commercial prop- ' 
erty. Now, developers have clearly 
changed their strategy so as to generate 
volumes. The focus has shifted from pre- 
mium projects to developing affordable 
properties in a bid to tap the masses. 
Most developers have started catering to 
the affordable housing segment by slash- 
ing prices. Further, apartment sizes (and 
amenities/specifications) are being re- 
structured to bring down the cost of prop- 
erty. At lower price points, buyers are 
closing deals, which translates into bet- 
ter cash flows for developers. 


Risks 


The developers claim that the buyers 
have come out of their hibernation and 
are closing deals. However, concerns 
about the timely completion of projects 
remain. Many affordable projects, 
which have been launched and success- 
fully pre-sold, do not either have the 
mandatory environmental clearance or 
have not received orders for the change 
in land usage required for residential 
development. But as these clearances 
are given by various governmental 
agencies, which take their own time, 
there is very little a developer can do to 
ensure speedy clearances. 

Another risk with the large number 
of affordable housing projects is the in- 
evitable delays, which in turn ad- 
versely affect the affordability of 
projects. Delays would amount to over- 
runs for the end-buyer in many cases. 
Further, the buyer needs to be aware of 
various hidden costs (like service tax, 
VAT if applicable, etc.) that developers 
generally charge (or pass on) to the 
buyer. The developers have to pay ex- 
ternal and internal development 
charges to the government, which ulti- 
mately are passed on to the consumer, 
thus increasing the overall cost of a 
house. However, most are really not af- 
fordable owing to the many hidden 
costs and the spiraling charges of ex- 
ternal and internal development 
charges, parking, etc., which constitute 
nearly 25% of the base price. Further, 
many developers insist on a lock-in pe- 
riod and no cancellation for 12-15 
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months, which leaves buyers at the 
mercy of such developers. 

The recent liquidity crunch has led to 
developers adopting strategies (or tac- 
tics) that are not exactly ethical. One 
such practice is diversion of funds which 
have been garnered from the investors 
for a specific project to other incomplete 
projects of the company. The developers 
never really disclose the fund diversion 
towards completion of other projects. 
Such misuse of funds could lead to sig- 
nificant delay in the project for which the 
funds were initially raised. 

Another practice is to take 100% 
upfront from the customer on booking. 
The customer is offered some discounts, 
but no commitment is provided on de- 
livery timelines. The builders take 
money from customers to fund the ap- 
proval process and construction, with- 
out commencing any work at the project 
site. In many cases, their development 
plans are not appreved. Customers buy 
such projects and get finance from 
banks and Housing Finance Corpora- 
tions. This is not a prudent practice, as 
payments must be linked to progress in 
construction. Moreover, in such situa- 
tions, the developers can take the buy- 
ers for a ride by imposing the additional 
charges on them. And since buyers have 
already locked in their funds, they are 
left with no choice but to pay out the 
additional charges. 


Regulatory norms needed 
The real estate sector gives the largest 
employment opportunities after agri- 
culture and contributes heavily to the 
GDP. Almost 5% ofthe country’s GDP ts 
contributed by the housing sector, which 
cannot be ignored. The sector needs a 
dedicated regulator, similar to that for 
banking and telecom industries. But 
before that, the real estate sector 
should be accorded industry status. In- 
dustry status would stimulate invest- 
ments and inculcate corporate culture 
and industry discipline, which will im- 
mensely benefit the economy in general 
and help the government formulate 
policies and regulations for the sector. 
Industry status will also help the see- 
tor access bank lending at a competitive 
interest rate at low collateral values, as 
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against the high risk rates prevailing at 
present. One of the reasons for the high 
cost of real estate and housing in India is 
the cost of finance. A major part of the 
housing loans constitutes loans to indi- 
viduals in the higher inceme group. Only 
5-7% of the loans disbursed by the hous- 
ing finance companies reach the builders 
and developers. In the absence of loans 
available from financial institutions, 
most developers access funds from pri- 
vate sources of finance at high interest 
rates, which ultimately leads to higher 
real estate prices. 

During the boom period, developers 
generated strong cash flows, but their 
balance sheets were heavily leveraged. 
When the RBI prohibited banks and 
housing finance companies from lend- 
ing against land, developers went over- 
seas to borrow money. Most of the deals 
were structured as Cumulative Con- 
vertible Preference Shares (CCPS) and 
generally carried very high rates of in- 
terest. These were convertible into eq- 
uity in 2-3 years, and developers in- 
tended to герау* Бет before conversion. 
Since these structures were categorized 
as equity, they came under the auto- 
matic approval route. Developers uti- 
lized these borrowings to purchase 
land. Hence, real leverage on develop- 
ers’ balance sheet was very high. Thus, 
the regulators would need to keep a 
close watch on the flow and source of 
funds and also prescribe proper classifi- 
cation based on their structure to make 
sure that the balance sheets of the de- 
velopers reflect the intrinsic risk. 

Recently, RBI’s findings revealed 
that some of the companies operating in 
the sector have significant exposure in 
the form of advances, investments, etc. 
to their subsidiaries and other groups 
or related entities. On a consolidated 
basis, the developers' balance sheets 
seem much less leveraged as compared 
to their subsidiaries. Based on their 
consolidated accounts, the developers 
could avail of further borrowings for 
funding their projects. As a result, the 
RBI instructed banks to meticulously 
assess the inherent group risk on bor- 
rower accounts coming under the real 
estate category. Land prices have been 
very high in India mainly due to faulty 


land policies. Land prices remain high on 
perceived scarcity value. A lot of politics 
is also involved in creating this scarcity 4 
value. The lengthy approval process is 
another key reason why land prices re- 
main so high. The long list of approvals 
creates scarcity of supply, keeping prices 
elevated. Land transactions have been 
made complicated to ensure that supply 
remains constrained and prices remain 
high. The regulator will have to take ma- 
jor steps to make approval processes 
simpler and efficient. Quick approvals 
will increase supply manifold, leading to 
lower prices. 

There are not many countries where 
the difference between the carpet and 
built-up area is so huge. The difference 
in many new projects is as high as 40%. 
Consumers are getting the raw end of 
the stick. The regulator needs to make 
sure that all flats are sold on the basis 
of carpet area and not built-up/super 
built-up area. Though this may push 
the price (per sq ft) higher, at least the 
buyer would know what he is paying for. 
The government needs to protect the in- 
terests of the consumers by providing a 
transparent pricing mechanism. 

An average development in India 
takes 4-5 years to deliver, while larger 
projects in Singapore and Hong Kong are 
delivered in two years. There are two 
main reasons for it: (1) The land acquisi- 
tion and approval process is cumber- 
some; and (2) The Indian developers do 
not focus on constructions like their over- 
seas counterparts. Developers take on 
too many projects simultaneously, 
stretching their bandwidth, and thus 
slowing the pace of construction. Devel- 
opers need to introduce better technology 
and ensure that construction at the sites 
happens round the clock. In Singapore, 
construction happens round the clock 
without causing any inconvenience to 
anyone. The pace of construction is fast, 
which allows the developer to quickly re- 
cover the money invested in land and re- 
invest it in the next project. In India, as 
prices keep going up, there is a disincen- 
tive to build fast. Thus, developers hold 
on to the inventory, wait for the prices to 
go up, and then sell it at higher prices, 
thus making higher profits. = 
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| Global Oil Discoveries 


New Gushers 


The rapid pace of discoveries this year has rekindled hopes in the 
global oil industry. However, it is feared in some sections of the industry 
that low oil prices may jeopardize the exploration drive. 





espite the falling oil prices and 

the sorry state of global 

economy, the world oil industry 
has been drilling deep this year with a 
string of major discoveries which have 
revived hopes in the industry. Though it 
is not quite unnatural to discover bil- 
lions of barrels of new oil every year, in- 
terestingly this year, the industry is 
witnessing record oil discoveries. So far 
this year, the count has been more than 
200 across the continents. And impor- 
tantly, progress has been made on the 
discovery front by global giants such as 
ExxonMobil and British Petroleum 
(BP) as well as by industry minnows 
such as Heritage Oil and Ireland-based 
Tullow Oil. According to a research re- 
port by IHS Cambridge Energy Re- 
| search Associates, new oil discoveries 
. have totaled about 10 billion barrels in 
the first half of this calendar year. And 
now it is expected by many industry 
pundits that if discoveries continue at 
this pace through year-end, it will reach 
the highest level since 2000. These are 
indeed good signs which are of supreme 
importance to the mankind, and quite 
naturally, the industry is rejoicing at 
the recent discoveries. But many ex- 
perts are apprehensive about the near 
future of the industry. They are caution- 
ing that low oil prices may hamper the 
highly sophisticated and hugely expen- 
sive exploration drive of oil companies, 
not to mention the oil discoveries. 


No slouches 

The relatively quick pace of these dis- 
coveries, spanning across a dozen coun- 
tries, can be attributed to large-scale 
investments that started earlier in the 
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decade when oil price was rising 
steadily and to technological advance- 
ment that has made it possible to drill 
deeper and through tougher rocks, 
while still pursuing economically at- 
tractive rates of return on investment. 
Now, the recent pace of discoveries 
shows that the oil companies are no 
slouches. Recently, BP Plc, the third 
largest global energy company, re- 
ported a massive find at the Tiber 
Prospect in the US Gulf of Mexico that 
may contain more than 3 billion bar- 
rels. This discovery of BP was found 
under 4,123 ft of water at a depth of 
35,055 ft, making it the deepest well in 
world history. With this discovery, 
BP’s output in the region will increase 
by 50% to 600,000 barrels of oil 
equivalent a day after 2020, which is 
equal to about a year’s output from 
Saudi Arabia, the biggest exporter in 
the Organization of Petroleum Export- 
ing Countries (OPEC). A consortium 
led by Texas-headquartered Anadarko 
Petroleum Corp has made a find off the 
coast of Sierra Leone that potentially 
opens up a huge track of oil frontier in 
West Africa. The consortium 
(Anadarko, Spain’s Repsol, 
Australia’s Woodside Petroleum Ltd. 
and British-based Tullow) holds that 
the field could be one of a string of res- 
ervoirs that stretches 1,100 kms (680 
miles) from Ghana to Sierra Leone 
across the Ivory Coast and Liberia. 
Another big find this year came from a 
small producer, Jersey-based Heritage 
Oil, at the Miran West One field in the 
Kurdistan region of northern Iraq. It 
discovered around two billion barrels 
of oil and intends to drill another well 


before the end of the year. Faroe Petro- 
leum and Dana Petroleum Ple—the in- 
dependent oil and gas companies fo- 
cusing principally on exploration, ap- 
praisal and undeveloped field opportu- 
nities in the Atlantic margin, the 
North Sea and Norway—have come up 
with a new discovery at the Tornado 
exploration prospect, west of Shetland. 
This has immediately led the shares of 
Faroe Petroleum and Dana Petroleum 
to move up. More recently, BP has an- 
nounced its 19% discovery in ultra- 
deepwater Block 31 offshore Angola, 
with the Tebe discovery drilled to 
1,752 ms and a total depth of 3,325 ms 
below sea level. These are really sig- 
nificant developments and augur well 
for the industry. 


A tough drill 


Despite these discoveries, many indus- 
try experts are worried about the imme- 
diate future of the industry, fearing that 
lower prices might endanger their ex- 
ploration prospect. The world economy 
is still fragile, oil prices are low, corpo- 
rate profits have declined, and global 
demand for oil is low. After falling to 
$34 in December 2008, oil prices have 
doubled, stabilizing near $70 a barrel. 
But if the world economy does not pick 
up, some analysts opine that the price 
could fall again and thereby would exac- 
erbate the problems facing the indus- 
try. Many executives associated with 
the industry have warned that they 
need prices above $60 a barrel to de- 
velop the world’s more challenging re- 
serves. In fact, some exploration activi- 
ties have already cooled down this year, 
as producers seek better terms from 
service companies and contractors. 
Moreover, exploration expenditures 
have skyrocketed in recent years. A big 
problem facing the industry now is how 
to control costs while maintaining a 
high level of exploration. Moreover, ex- 
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“The Arctic region—as yet completely unexplored—may hold huge potential, albeit 
with enormous challenges that must be overcome before economic viability can be 


achieved." 


This year, many oil companies across the globe have come up with 
massive new discoveries. How do you see these new discoveries? 
Taken together, the major discoveries of the past nine months 
are on track to make this the best year for global oil exploratzon 
in nearly a decade. Notable finds include BP's Tiber discovery 
in the Gulf of Mexico, Anadarko Petroleum's discovery in Sierra 
Leone, and Heritage Oil's Miran West One field in Kurdistan, 
Iraq. Significantly, the discoveries have come from both masor 
integrated companies, such as Petrobras' deepwater discovery 
in the Santos Basin offshore Brazil, and smaller E&P compa- 
nies, for example Tullow Oil in Uganda. The uncertainties of 
exploration drilling make it unrealistic to precisely quantify 
the resources that will ultimately be recovered from these new 
finds, but at least some of them (such as Tiber) are preliminar- 
ily estimated in the range of several billion barrels. 

What could be the implications of these new discoveries? 

While these fields are estimated to hold very large amounts-of 
oil relative to the discoveries of recent years, let's put this in 
perspective. Turning back to the Tiber discovery, it could hald 
up to 3 billion barrels and has a projected recovery factor in 
the 10 to 20% range. Even if we assume the high end of that 
range, this huge discovery would supply the world's oil de- 
mand for merely seven days at 2Q'09 demand levels. And, of 
course, development of such discoveries will take many years 
and will require vast investments of capital before commer- 
cial production can commence. All that said, the size and pace 
of these discoveries are clearly a good sign for the industry. 
Further, confirmation that there is stil! plenty of oil left to be 
found came in July, when Occidental Petroleum announced 
that it had hit a major discovery in California, one of tae 
world's most mature and worked-over oil producing areas. 
Still, all these discoveries pale in comparison to the legacy 
oilfields dating back to the first half of the 20* century, such 


as Saudi Arabia's Ghawar, which still accounts for a dispro- 
portionate share of global oil supply. 

What are the challenges the oil and exploration industry is facing today? 
In zhe near-term, a key challenge facing the industry is the fact 
that oil demand, and hence prices, remain pressured by a 
weak global economy. This constrains the amount of capital 
resources that large energy companies can invest in explora- 
tion. From a longer-term perspective, the reality is that it will 
continue to be steadily more difficult for companies to replace 
existing production with new discoveries—the recent uptick of 
discoveries notwithstanding. Along the same lines, the re- 
serves that are now being discovered and developed are often 
more challenging than in the past, requiring more expensive 
tecanology. 

How do you see the future of the oil and exploration industry? 

As major discoveries become more difficult to find, oil com- 
panies are increasingly turning to unconventional sources, 
such as tar sands of Canada and deepwater Brazil, for sus- 
taining growth. Even longer term, the Arctic region—as yet 
completely unexplored—may hold huge potential, albeit 
with enormous challenges that must be overcome before eco- 
nomic viability can be achieved. Additionally, companies 
will increasingly look at ways to extend the lives of existing 
fields, such as with high-pressure steam aimed at thinning 
oil to make it flow more easily toward wells, or water and 
chemical injections aimed at driving the oil out of rock. For 
all this to work, oil prices will need to remain sufficiently 
high to incentivize investment, and technology will need to 
continually evolve. 
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ploration remains a risky business—as 
just 30 to 50% of exploration wells find 
oil. Analysts are also worried the world 
might face a shortfall in supplies in the 
coming years if another decline in oil 
prices causes expicration to falter. 
Though these new discoveries are 
significant, they do not come close to the 
gigantic fields discovered during the 
1970s, like Alaska's Prudhoe Bay, 
Ekofisk in the North Sea, or Cantarell 
in Mexico. Even tbese could not match 
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the last giant d:scovery, the Kashagan 
field in the Caspian Sea, found in 2000 
and estimated t» contain more than 20 
billion barrels oz oil. “We have not seen 
another Kashagan, but still these finds 
are very material," said Alan Murray, 
the Exploration Service Manager at 
Wood Mackenzie, a consulting firm in 
Edinburgh. Since the 1980s, new discov- 
eries in the ой industry have dried 
down—discoverzes have failed to keep 
pace with the rising demand for oil. This 


inevitably left many oil companies to 
raise production by finding new ways of 
getting more oil out of existing fields or 
producing oil through unconventional 
sources like tar sands or heavy oil. But 
the recent discoveries in this sector are 
indeed welcome, as it is definitely a 
boost to the companies engaged in ex- 
ploration activities.m 


— Y Bala Bharathi and Sanjoy De 
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Indian Pharmaceutical Industry 


Emerging Global Pharma Hub 





With the global pharma players entering into collaborative research 
agreements with many Indian pharma companies, the latter have 
progressed from being 'vendors of choice' to becoming 'partners of 
choice’. 


- Sushant Dalmia 


Research Analyst. Angel Broking, Mumbai 





|. the current decade, the global 
pharmaceutical industry grew the 
lowest in CY2008, registering a 
mere 4.8% y-o-y growth to $773 bn. The 
US and Europe, which constitute 73% of 
the global market, grew by a mere 1.4% 
end 5.8% respectively during the year. 
On the other hand, the emerging mar- 
kets continued to clock double digit 
growth. The primary reason for the slug- 
gish pace of growth in the regulated 
markets was the increasing generics 
penetration and decreasing R&D pro- 
ductivity. The global generic industry 
was valued at $78 bn in CY2008, with 
generic penetration increasing by 16% 
in the US to 63%, тот 47% in CY1999. 
Going ahead, the tatal value of products 
due to go off-patents over the next six 
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years is in excess of $250 bn, and pen- 
etration of generic drugs in the regu- 
lated markets ts expected to increase 
further. Hence, the global generics mar- 
ket is expected to register a CAGR of 
around 10.5% ever CY2007-12E, out- 
performing the estimated industry 
CAGR of around 5.5% in the mentioned 
period. On the R&D front, although the 
spend has more than doubled from $53 
bn in CY2000 te $129 bn in CY2008, the 
number of New Chemical Entity (NCE) 
approvals per year has been in the same 
range. As a result, the cost of developing 
new drugs has increased from $1.1 bn in 
CY2004 to $1.4 bn in CY2008. Conse- 
quently, the pressure on global pharma 
companies to cut costs is much greater 
now than it was a few years ago to sus- 


tain the growth momentum. The global 

pharma companies have identified the 

following areas to continue on the 
growth path: 

+ Shifting from pure innovator busi- 
ness model to an integrated innova- 
tor-generic business model; 

+ Tapping emerging markets; 

¢ Improving R&D productivity 
through collaborations; 

+ Increasing operational efficiency 
through cost reduction programs; 
and 

+ Increasing the presence in the bio- 
logic segment. 

The recent acquisitions and alli- 
ances between the innovator and generic 
companies bear testimony to the emerg- 
ing changes in the business model. 


Adopting the innovator-generic 
business model 

In the last two years, global pharmaceu- 
tical companies have gone for acquisi- 
tions of or entered into alliances with 
generic companies in order to diversify 
their business model. 

In 2008, Daiichi Sankyo acquired a 
majority stake in Ranbaxy, catapulting 
the two companies to figure among the 
top 15 pharma companies in the world. 
The deal, which emulated the Novartis- 
Sandoz combination, provided Daiichi 
access to Ranbaxy’s global market net- 
work and manufacturing facilities. 

To make a strong foray into the gener- 
ics market, Pfizer Inc. entered into a se- 
ries of agreements with Aurobindo 
Pharma to manufacture and supply ge- 
neric drugs, which it would in turn sell in 
the regulated markets. As per the deal, 
Aurobindo would supply oral dosage 
forms and sterile injectables in the regu- 
lated markets. The deal has strength- 
ened Pfizer’s generic portfolio in the regu- 
lated markets, while providing steady 
cash flow to Aurobindo Pharma. 
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Recent Deals 





in the emerging markets, as it 
would have access to more 
than 100 DRES products. 


Tapping the emerging markets 

GSK Plc entered into a strategic alli- 
ance with DRL for emerging markets. 
As per the deal, DRL will develop and 
manufacture generic products, while 
GSK will market and sell the same. The 
alliance covers the branded generic 
markets of Latin America, Africa and 
Asia-Pacific (excluding India). The deal 
is on the lines of the agreement signed 
by GSK with UCB Generics and Aspen 
" to increase its presence in the emerging 
. markets. The GSK-DRL alliance is in 
line with DRL’s realignment strategy of 
scaling back operations in less profit- 
able markets and focusing on the key 
geographies of the US, UK, Germany, 
Russia and CIS nations and India, 
which account for a major part of its glo- 
bal generic revenues. The markets cov- 
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ered under the deal could be cumula- 
tively equal to DRL’s existing key geog- 
raphies over the longer term. Further, 
as per the deal, revenue will be reported 
by GSK and shared with DRL as roy- 
alty. Overall, the deal highlights India's 
global competitive advantage. 


R&D collaborations 

The global pharma players have also 
been entering into collaborative re- 
search agreements with many Indian 
pharma companies to mitigate the 
challenges being faced by them on the 
R&D front. Among the Indian compa- 
nies, Glenmark Pharma has been ini- 
tially successful in out-licensing its 
NCE molecules, while notable alliances 
have been entered into by the global 
pharma players with Suven Life Sci- 
ences, Cadila Healthcare, Orchid 
Chemicals, and Piramal Life Sciences. 





flow to India. 


Cost reduction through 
outsourcing 

We expect the global pharma players 
to continue to target optimizing re- 
sources and minimizing costs. The 
non-core function within product dis- 
covery to commercialization of the 
value chain, particularly downstream 
product development and manufactur- 
ing, would continue to be outsourced to 
low-cost geographies like India that 


In an environment where the global pharma com- 
panies are on the verge of exiting manufacturing, 
a substantial part of this business is expected to 


Indian Pharmaceutical Industry 


have proved their credentials in these 
areas. We believe that the reverse en- 
gineering and chemical synthesis 
skills of Indian companies could fetch 
them a substantial portion of the glo- 
bal outsourcing pie. 


Partners of choice 

The increasing focus by the global 
pharma companies and western Con- 
tract Research and Manufacturing Ser- 
vices (CRAMS) companies on 
biopharmaceuticals could also provide 
additional advantage to Indian compa- 
nies. Moreover, revenue flow from the 
outsourcing business could grow at a 
swifter pace, if the service levels, in terms 
of adherence to timelines and quality 
manufacturing procedures, are followed 
consistently. This is because intellectual 
property compliance and timelines are 
given importance in this business, on ac- 





count of which cost becomes the key 
differentiator. Thus, in an environment 
where the global pharma companies are 
on the verge of exiting manufacturing, we 
expect a substantial part of this business 
to flow to India. In our view, the Indian 
companies have progressed from being 
‘vendors of choice’ to becoming ‘partners 
of choice’.= 
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| Global Economy 


On the Road to Recovery 


ee 





After braving the worst recession since World War 11, the global 
economy appears to be growing. Policy makers and central bankers 
have now shifted their focus from crisis-fighting to figuring out how to 
establish a safer global financial system for the future. 





It will be a long and winding path 
towards a fully installed global recovery. 
In order to promote global economic re- 
covery and balanced development, coun- 
tries should continue to strengthen mac- 
roeconomic coordination, maintain eco- 
nomic stimulus, implement appropriate 
and responsible fiscal and monetary 
policies, oppose and resist trade protec- 
tionism in any forms. 

- Xie Xuren, 
China's Finance Minister 


he US economic recession that 
started in December 2007 is the 
longest and deepest since the 
1930s and was triggered by the US 
, housing market's collapse and the ensu- 
ing global credit crisis. After a deep re- 
cession, global economic growth turned 
positive, driven by reduced uncertainty 
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and systematic risk in financial mar- 
kets. The economic crisis that lasted 
over two years is finally on the mend, as 
financial markets are healing and in 
most countries growth has turned posi- 
tive. There is a clear sense of optimism 
around today. After contracting by 
about 1% in 2009, the IMF now expects 
that the world economic growth will ex- 
pand by about 3% in 2010, led by a 
strong rebound in the fast-growing 
Asian economies. 

According to the Organization for 
Economic Cooperation and Develop- 
ment (OECD), the worst global reces- 
sion since World War II is ending faster 
than previously thought, but the recov- 
ery will still be a slow one. Most fore- 
casters expect that the pace of recovery 
will be tepid, especially in the indus- 
trial economies where unemployment 


is continuing to rise. Institutions like 
the IMF are ofthe view that the recovery 
is feeble because the US consumer, who 
accounts for more than 70% of spending, 
is still buried in debt and joblessness. 
Moreover, the biggest US industries 
like housing and finance are still strug- 
gling. Even though the global economy 
seems to be recovering from its worst 
recession in over 60 years, the IMF 
warned politicians and financial mar- 
kets against complacency. The world 
economy is still in the grip of rising un- 
employment, which has cast a long 
shadow over the recovery. 


Uneven recovery 
The global economy appears to be ex- 
panding as a result of the aggressive cri- 
sis management in the US, Europe and 
Asia, besides the strong performance of 
Asian economies and stabilization or 
modest recovery everywhere. However, 
analysts say that it is not a self-sustain- 
ing recovery, and it is expected to be un- 
even and sluggish. It will require delicate 
rebalancing acts, both within and across 
countries. For a sustained and more 
broad-based recovery, there has to be a 
rebalancing of the global economy. 
High-frequency indicators in the US 
indicate a diminishing rate of deterio- 
ration in the labor and housing mar- 
kets. The industrial production is close 
to bottoming out, the inventory cycle is 
turning, business and consumer confi- 
dence has improved. The economy is 
heading towards a gradual recovery in 
the coming months. After a dismal first 
quarter, the world's second largest 
economy is witnessing signs that the 
output is stabilizing. The improved con- 
sumer confidence, aggressive fiscal poli- 
cies, and strong performance by some 
other Asian economies are expected to 
boost growth in the coming quarters. In 
the Eurozone, though consumer and 
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business confidence has been inaprov- 
ing, data on real aetivity show few signs 
of stabilization. The rising unemploy- 
ment rate will weigh on consumption 
activity, along with troubles from the 
ailing banking sector. On the other 
hand, emerging and developing econo- 
mies are regaining the growth momen- 
tum, though with notable regional dif- 
ferences. Amidst reduced official aid, 
low-income countries are facing crucial 
challenges and are particularly inse- 
cure to rising commodity prices. 


U, V or W-shaped recovery? 

The good news is that the world 
economy has ceased shrinking. How- 
ever, the debate is whether it is a U, V 
or W-shaped recovery. In economic par- 
lance, a V-shaped recovery would be vig- 
orous, and a U-shaped one would be 
weaker and blandish. In a W-shaped 
recovery, growth would return for a few 
quarters, only to go down once more. 
Pessimists envision a U-shaped recov- 
ery, while optimists forecast a V- 
shaped recovery. However, skeptics, 
projecting a W-shaped recovery, predict 
that the current rebound will end in dis- 
appointment. Noted economist Paul 
Krugman opines, “It looks to me now as 
if the markets are now pricing in a rapid 
recovery, that they’re pricing im a V- 
shaped recession, which I consider ex- 
tremely unlikely. The market seems to 
be looking as if this is going to be an 
average recession. but it’s not.” He pre- 
dicts that rapid global recovery is ‘ex- 
tremely unlikely. Michael Geoghegan, 
Chief Executive, HSBC, too believes 
that it will look W-shaped at the global 
level, which means the world economy is 


likely to slip back into recession before 
growing again. 

Most economists believe that em- 
ployment and consumer spending are 
likely to lag in major advanced econo- 
mies, especially in the US where the la- 
bor market and consumer spend re- 
mained weak. Capacity utilization in 
the US corporate was below par, and 
the damaged financial sector would re- 
sult in credit growth being limited and 
investments not growing. Economist 
Nouriel Roubini, Chairman of 
RGEMonitor.com, did not rule out the 
chances of a double dip recession if pri- 
vate demand did not recover, the stimu- 
lus went away, but oil prices continued 
to climb to $100 per barrel levels. He 
further adds, “It’s not my main scenario 
but there is a risk of that sort. The main 
scenario is one of anaemic recovery. I 


don't understand how this is going to be 
a rapid recovery to potential growth or 
above potential growth." | 


Too early to exit crisis measures 

Economists attribute the present re- 
bound in the global economy to compa- 
nies quickly selling the inventory 
hoarded during the worst of the crisis. 
They suggest that governments' efforts 
to boost their economies should con- 
tinue unless global economy shows 
stronger signs of recovery and unem- 
ployment begins to decline. For in- 
stance, the unemployment rate in the 
US in September stood at 9.8%, the 
highest since 1983. Moreover, analysts 
expect that the unemployment rate 
may peak above 10% by the middle of 
2010, even as the world's largest 
economy starts to recover. The US 
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Viewpoint: Tough Sledding forthe Global Economy 





The powerful global equity market rally ef the past six months confirmsthat hope continues to spring eternal in the human breast. For one has to wonder 
whether there is any real basis for believing that the global economy is on the cusp of the V-shape type of economic recovery that the equity market now 
seems to be expecting. After all, there are too many reasons to fear that the US economy could stall again early next year once the fiscal stimulus has peaked 
and once business inventories have been rebuilt. And there are too many reasons to be deeply concerned about the strong headwinds that renewed 
deflation in Japan and the growing tensions within the Eurozone pose for a meaningful global economic recovery. 

The optimists on the US economy, who by and large spectacularly failed to anticipate the Great Recession, are now grossly underestimating the 
negative impact that falling household incomes and household deleveraging will have on US consumer demand. They seem to be oblivious to the fact 
that the gaps now characterizing the US labor market are at their widest levels in the post-war period. They also seem to be ignoring the fact that in the 
absence of a strong economic recovery, these large gaps will more than likely persist in 2010 and they will continue to exert substantial downward pressure 
on wages. 

A gooc indication of the unusually large size of today’s US labor market gaps is provided by the US Labor Department’s U-6 measure of 
unemployment. That measure includes in the unemployment estimate those part-time workers wishing to work full-time but who are unable to find such 
employment. By that metric, US unemployment has now risen a full 7 percentage points over the past 18 months to a staggering 16.5% of the US labor 
force. It is little wonder then that over the past year the growth in US household incomes has decelerated at the fastest rate in the post-war period. 

Stagnating or falling incomes would constitute a serious problem for the US economic recovery at the best of times. However, these are hardly the 
best of times for the US consumer. With household debt levels at around 135% of their incomes, US consumers have never been as indebted before as 
they are today. Making matters all the more serious is the fact that they are still reeling from the recent destruction of around 100% of GDP in their wealth 
that has occurred as a result of sharply lower home and equity prices. 

The US households’ presently very constrained balance sheet position, along with markedly tighter credit conditions for the US consumer, must make 
one think that US households will continue to try to rebuild savings to the detriment of any growth in consumer demand, much as they have done over 
the past nine months. In the context of weak consumer demand, it is difficult to envisage how the US economic recovery can be anything but anemic, 
particularly considering that consumer demand still accounts for around 70% of overall US aggregate demand. 

Further, clouding the US economic outlook is the fact that a feeble US economic recovery will almost certainly delay the healing of the US financial 
system, which will inhibit banks from extending sufficient credit to underpin a meaningful economic recovery. Today's high unemployment level is already 
substantially compounding the loan loss problems of the commercial banks. At the same time, the US commercial property market appears to be in free 
fall, even before a large volume of commercial property market loans are set to fali due in 2010, while an expected new wave of home foreclosures in the 
months ahead is likely to delay the eventual stabilization in US home prices. 

Sheila Bair, Head of the Federal Deposit Insurance Corporation, acknowledges that over 400 US banks are already on the FDIC's troubled list. One 
would think that if US unemployment does indeed climb to double-digit levels in 2010 and if the commercial property market does continue its free fall, 
the number of failing US banks will be a multiple of the figure now being bandied about by Bair. In those circumstances, banks must be expected to 
continue their reluctance to lend, which will further dim the prospects for any real US economic recovery in 2010. 

By early next year, it is highly likely that the Obama administration will have come around to the view that a second fiscal stimulus package is needed 
to kick-start a flagging US economy. However, the administration will find it to be no easy matter to sell such a package to the Congress, especially in a 
mid-term election yeer. Many іп the Congress will be highly skeptical about the merits of another fiscal stimulus package, when the first stimulus package, 
which was marketed as needed to prevent the unemployment rate from rising above 8%, failed so miserably to prevent a relentless rise in unemployment 
to its present 9.5% level. 

Many in the Concress will also wonder whether the US can really afford another round of fiscal largesse. They will especially do so at a time when the 
non-partisan Congressional Budget Office is projecting that over the next decade the US is set to see the largest peace time increase in its public debt. 
According to the CBO, on present policies, the US public debt to GDP ratio is set to approximately double from around 40% at present to over 80% by the 
end of the decade. The CBO is also estimating that the US budget deficit will remain at over 4% of GDP even after the US economy has fully recovered. 

The dangerous trajectory on which the US public finance now findsitself has to raise the real risk of a dollar crisis in the not too distant future with all 
its attendant consequences for global financial markets. Foreigners already own more than half of all outstanding US Treasury papers, and they are now 
being called upon to finance an even larger proportion of the large prospective US budget deficits. Foreign central banks are already expressing their 
discomfort with their arge US Treasury holding. They also seem to harbor suspicions that with the Federal Reserve engaged in an aggressive expansion 
of its balance sheet, the US might in the end resort to inflating its way out of its debt problem. The Obama administration’s lack of any medium-term fiscal 
plan to bring the US public finances back to a sustainable path would only seem to be fueling those fears. 

Doubts about the US economic recovery, while certainly of the greatest importance for the global economy, are not the only factor clouding the global 
economic outlook. Debilitating deflation has once again reared its ugly head in Japan, the world's second largest economy. Japanese consumer prices 
are now falling at their fastest pace on record, and at the same time, the Japanese unemployment rate keeps rising. Persistent Japanese deflation has 
thrown into question that country's ability to generate meaningful domestic demand. At the same time, Japan's public finances appear to be even more 
compromised than those of the US, which has to close the option to the new Japanese government of another fiscal stimulus package to kick-start the 
Japanese economy. This would seem to leave the Japanese economy ever more dependent on a vigorous global economic recovery to supercharge its 
moribund export sector as its only real prospect for resumed economic growth. 

An overly export-dependent German economy would also seem to be counting on a vigorous global economic recovery to sustain its incipient 
economic rebound. This would especially appear to be the case now that, as Peer Steinbrueck the German Finance Minister himself acknowledges, the 
German barking system again appears 10 be on the cusp of another credit crunch. The German economy’s reliance on external demand going forward 
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would also be underlined by the expiration of its highly successful cash for clunkers program and by the peaking of its fiscal stimulus package. 

Of greater concern for the global economic recovery than Germany's likely lackluster performance next year are the acute strains now manifesting 
_ themselves in the Eurozone's weaker member countries. Portugal, Spain, Greece, and Ireland are all now in the throes of deep economic recessions that 
are wreaking havoc with their public finances. At the same time, all of these countries are being weighed down by the large loss of cost competitiveness 
that they experienced over the past decade but that as members of the Eurozone they are unable to remedy with any change in their exchange rates. 
Restoring cost competitiveness within the straight-jacket of the euro is likely to condemn these countries to sub-par economic growth for a prolonged 
period of time that could very well test their political resolve to remain within the Eurozone. 

Spain’s economic outlook is particularly troubling, given how much the Spanish economy contributed to overall European growth prior to the current 
recession. In that context, one has to be concerned about the highly negative impact that the continued bursting of Spain’s outsized housing market 
bubble will exert on the Spanish economy over the next few years. Spain's unemployment has already risen to over 18%, while its public finances have 
shifted from a small surplus prior to the recession to a deficit of around 9% of GDP at present. The latter deterioration would seem to dictate that the Spanish 
government will have to engage in fiscal austerity at a time of deep recession that will only further weaken the Spanish economy. 

From a global perspective, one also has to be concerned about the ongoing crisis in Europe’s eastern periphery. This is particularly the case since West 
European banks, most notably in Austria and Sweden, have $1.5 tn at risk to that region. Mounting private sector defaults in the Baltic countries, Ukraine 
and Hungary could very well compound the European banking system's unresolved loan loss problem with untoward consequences for the overall 
European economic recovery. 

The optimists are hoping that rapid economic growth in China might somehow provide the underpinnings for a strong global economic recovery. 
However, they seem to be overlooking how meaningfully China's bold stimulus measures over the past year have been so heavily focused on expanding 
China's industrial capacity that has only further exacerbated the global excess industrial capacity problem. They also seem to be overlooking how reliant 
China's policy stimulus has been on an unsustainable expansion of bank credit, which has given rise to a series of asset price bubble and which is now 
having to be reined in. 

With the all too many risks still overhanging the fragile global economy, one has to hope that policy makers do not allow themselves to be carried away 
by the equity market's present state of euphoria. Rather, one must hope that policy makers draw the right lessons from previous historic episodes of deep 
financial market crises and of synchronized global economic recessions. Those earlier experiences would strongly caution against too early a declaration 
of victory over the global economic recession. They would also counsel against any premature exit from monetary and fiscal policies aimed at supporting 


the global economy in the misplaced fear of a renewed bout of global inflation. 


economy is facing a Catch-22 situation 
over the direction of its fiscal and mon- 
etary policy. Paul Krugman suggests, 
“Under the best of circumstances we are 
’ going to have years before we return to 
anything that approaches reasonable 
levels of employment in the major ad- 
vanced economies. That means staying 
with these very nonstandard policies for 
an extended period. It also means keep- 
ing interest rates close to zero for a very 
long time." Thus, there are many uncer- 
tainties on the road to recovery. Many 
analysts and government officials have 
predicted that the recovery will be slow 
and weak at least in the next year. Go- 
ing by the feeble economic recovery, a 
communiqué issued at the end of a 
meeting of the G20 top finance officials 
declared: “We will continue to imple- 
ment decisively our necessary financial 
support measures and expansionary 
monetary and fiscal policies, consistent 
with price stability and long-term fiscal 
sustainability until recovery is se- 
cured." It clearly indicates that the glo- 
bal economic recovery is not yet on a 


| Chartered Financial Analyst | 


- Desmond Lachman 


Resident Fellow, American Enterprise Institute, Washington DC 


solid foundation. It is labeled as a job- 
less recovery, and economies should 
make all efforts to restore growth. 


Asia leading the way 

Asia was severely hit by the global crisis 
from the sharp downturn in the US and 
Europe. Exports fell throughout the re- 
gion and industrial production dropped 
sharply. However, the region had proved 
to be more resilient than other regions 
in facing the worst global downturn in 
decades. Asia, led by China and India, is 
leading the global economic recovery 
and is set to emerge from the global 
downturn, both faster and stronger than 
any other region. The Chinese Dragon's 
monolithic stimulus has enabled it to 
lead the global economic retrieval. 
Though the region experienced a tough 
first quarter during the fiscal, it now ap- 
pears that an economic turnaround is 
underway in most economies. The turn- 
around has been advanced by quick and 
forceful action taken by policy makers, 
including robust government spending, 
monetary accommodation and mea- 


sures to restore and stabilize the finan- 
cial markets. Data on the fiscal stimu- 
lus in the region indicate that it was 
substantial and even larger than the 
G20 countries’ and emerging markets’ 
average and that it was quickly de- 
ployed. The latest World Economic Out- 
look projected that Asia will grow 2.8% 
this fiscal and 5.8% in 2010. 
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Despite Asia proving to be more re- 
silient, its growth prospects remain 
tied to the key expart markets of the in- 
dustrial economies. “Even though Asia 
is now leading the recovery, there is no 
room for complacency because global re- 
covery seems to be in the near-term very 
weak,” opines Lee, chief spokesperson 
for Asian Development Bank (ADB) on 
economic forecasts and trends. Even 
though Asia appears to have turned 
around, the region's increased export- 
orientation raises its vulnerability to 
external shocks. Therefore, Lee is of the 
view that Asia cannot be the sole driver 
of its own growth and it still relies on 
external demand. The Economisi sug- 
gested that “policy makers in the region 
should focus on bolstering private de- 
mand. The impetus for Asia will need to 
come from within and policy makers. 
They have to carefully manage the tran- 
sition from public-ed to private-sector- 
led domestic demand growth." At this 
juncture, the timing of withdrawing fis- 
cal stimulus is very important not only 
for the advanced nations but also for the 
Asian economies. 


Emerging India 

Fortunately, India has remained rela- 
tively unscathed by the global economic 
slump. The growth rate slowed down to 
5.8% in the last quarter of 2008 and the 
first quarter of 2009, before accelerat- 
ing to 6.1% in the three months through 
June from a year earlier. But the growth 
rate is still higher than in most other 
comparable economies. Post-global cri- 
sis, India is the only country where in- 
dustrial production is above the pre-cri- 
sis peak. Industrial production recerded 


10.4% in August from a year earlier, 
while China’s factory output rose 
12.3%, the biggest gain in 11 months. 
These trends indicate that the Indian 
economy is back into the high-growth 
zone. Though the economy is facing a se- 
rious problem in the form of growing ex- 
tremist violence across several states 
and growing threat from its neighbors, 
the general outlook is promising, as 
even the ADB has revised its growth 
projection for Iadia up to 6% from an 
earlier one of 5% for 2009 against grow- 
ing public spending, rebound industrial 
production, and signs of better business 
confidence. 


Challenges ahead 

Amidst rebounckand recovery, the world 
economy is undergoing a transition. The 
coming year will he critical and a test- 
ing time for the governments. According 
to international institutions such as 
the IMF, “The world economy is facing 
three problems: how to effectively 
achieve a mechanism that will drive 
growth forward: how to readjust finan- 
cial policies; and whether expectations 
of inflation will be realized. It further 
adds: “If these problems can be ad- 
dressed, the year 2010 will give birth to 
a new round of global economic growth. 
Once they are badly dealt with, we can- 
not rule out the coming of the second 
world recession." There are many chal- 
lenges around: war and terrorism are 
alive in many places, besides the ad- 
verse impact of global warming and cli- 
mate change. Moreover, tensions be- 
tween India and two of its neighbors 
have not easec. The world's largest 
economy is still facing significant chal- 


lenges. “Unemployment is unaccept- 
ably high. Conditions for a sustained re- 
covery led by private demand are not yet 1 
established," says Tim Geithner, US 
Treasury Secretary. Though the US 
economy has made a lot of progress, it 
has still miles to go. Against this back- 
drop, there are concerns over the dollar's 
reserve currency status. With the reced- 
ing dollar value, China has been ex- 
pressing its opinion that the dollar 
should lose its hegemony among inter- 
national currencies. 


Outlook 


At the moment, a policy-induced global 
economic recovery is under way, even 
though the fundamental weaknesses 
could hamper growth. Economists say 
that the transition from a nascent re- 
covery to solid growth is complicated 
by the rising unemployment and a 
shaky financial system. According to 
them, the availability of credit will 
play a key role in how fast the global 
economic recovery is achieved. On the 
whole, though most indicators are im- 
proving, they still remain well below 
the levels of the previous year and are 
weak on historical standards. Moody's 
Economy.com predicts: ^While aggres- 
sive fiscal pump-priming has 
stemmed the downturn, the founda- 
tions for a sustained recovery remain 
fragile. The stimulus' impact will fade 
into 2010 as policy measures expire or 
are phased out, such as the auto sub- 
sidy programs that sparked vehicle 
production and trade volumes in recent 


months."s 
- № Janardhan Rao 
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Dell-Perot 


A Catch-Up Act? 





Dell's acquisition of Perot Systems apparently signifies its new-found 
aspiration to make it big in the services sector. But for now, it appears 
nothing more than an attempt at playing catch-up with the big tech rivals 


like IBM, HP and Accenture. 





tory, Dell, the PC giant of yester- 

year, but now a mere shadow of its 
former self, agreed to buy Perot Sys- 
tems, an IT services firm, in a deal val- 
ued at $3.9 bn. The acquisition is per- 
ceived to be the most prominent move 
by the Round Rock, Texas-based firm, 
away from its core personal-computer 
business, which is in the whirlpool of 
dwindling profits as it has been consis- 
tently losing market share to competi- 
tors for the last few years, which saw it 
first lose its market leadership position 
to HP a few years back, and now has to 
be content as the No. 3 player, as it re- 
. cently lost the 274 spot to Taiwanese ri- 
val, Acer. While rivals have been chip- 
ping away at its market share, Dell’s 
cause has also not been helped by fall- 


[: the biggest ever deal in its his- 


| Chartered Financial Analyst | 


ing PC prices, coupled with shifting con- 
sumer preference towards designer and 
trendy notebooks where Dell has been a 
slow adopter, and the recent worldwide 
economic slowdown which has forced 
customers, particularly businesses, a 
key customer segment for Dell, to post- 
pone purchases. Even the founder-CEO, 
Michael Dell, who earned the distinc- 
tion of being the youngest American 
CEO ever to enter the Fortune 500 in 
1992 and who returned at the helm of 
the company's affairs in January 2007, 
has failed to reverse the fall in the for- 
tune ofthe company, which was once an 
undisputed leader of the PC segment, 
thanks to its revolutionary ‘direct-to- 
consumer’ business model. However, af- 
ter having dominated the PC landscape 
during the 1980s and the 1990s, the fe- 


rocious cost-cutter, the sobriquet Dell 
earned due to its practice of maintain- 
ing zero or lean inventory always, has 
been struggling to regain its old glory. 

But the key question is: Can the 
comeback CEO put his PC machine 
back on track after having suffered re- 
verses in the last 2-3 years? Dell, who 
launched his namesake company from 
his university's dorm room in 1984 
when he was barely 19 years old, has 
not given up and is pinning hopes on a 
series of cost-cutting measures includ- 
ing layoffs and a slew of acquisitions to 
regain the past glory. The acquisition of 
Perot is seen as a major attempt in that 
direction, as the company strives to 
transform itself from being a pure 
manufacturing player to an integrated 
IT services provider. 


Leveraging on complementary 
capabilities 

For now, it appears that the acquisition 
fits perfectly well into the scheme of 
things at Dell. For instance, the com- 
bined entity will contribute about $8 bn 
per annum from its tech-services busi- 
ness and will place Dell in a better posi- 
tion to compete with its traditional ri- 
vals like IBM and HP, which replaced 
Dell as the world's largest PC maker in 
2006, and others which are into selling 
services like back-office computers and 
e-mail systems. For the merger to 
progress smoothly, Dell has announced 
that it is not expecting the added earn- 
ings till the fiscal year 2012; the merger 
is expected to reduce earnings in a mi- 
nor proportion in the next year and 
record a drop of 6 to 8% of the $4 bn 
combined costs of the two companies. 
Perot Systems will be baptized as 
Dell's services unit, with its current 
CEO Peter Altabef as its head. The new 
Dell’s services unit will have a new of- 
fering under its belt, the healthcare in- 
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formation-technolegy business, which 
will give Dell a new way into hospitals 
and insurance companies. Perot Sys- 
tems has a decent share in services ver- 
tical of IT, with half of its revenue com- 
ing from the government sectors and the 
healthcare industry. This is good news 
for Dell, as according to estimates by 
the research firm, IDC, the healthcare 
IT expenses, which include services and 
equipments, will reach $22.3 bn by the 
end of this year. Dell can leverage on its 
new services business from Perot Sys- 
tems which has Centers for Disease 
Control and Prevention as its customer 
and make half of its total sales to 
health-insurance, hospitals and physi- 
cians’ practices. 

According to Steve Brasen, Princi- 
pal Analyst, Enterprise Management 
Associates, “Perot Systems is a con- 
glomerate of goods and services outside 
the scope of IT.” “This acquisition is a 
first step in Dell’s long-held desire to 
provide more than just desktop solu- 
tions. Leveraging Perot’s broad market 
base, however, Dell will likely find di- 
rect marketing opportunities to expand 
its core IT business—particularly 
among government, financial and 
healthcare institutions," he added. 
Dane Anderson, Vice-President — Re- 
search, Gartner said, “Dell has been a 
bit more gradual embarking on its ser- 
vices strategy, but it has been very de- 
liberate in determining who is the right 
player at the right time. Perot offers 
something that can be complementary 
to the Dell business and at the same 
time, it is very digestible and integrate- 
able.” Integrating the two firms also 
looks easier, at least on paper, given 
that both of them belong to the same 
city of Texas. Besides, what also tilts 
the balance in their favor is the fact that 
both the firms have been long-time 
partners. 

Perot Systems nas been delivering 
its healthcare solutions based on Dell 
platform for the past two years. This 
previous acquaintance between Dell 
and Perot made business worth $3 bn in 
the previous year. As Dell requires a 
strong foothold :n the small and 
midsized markets to keep its cash reg- 
ister ringing, the new entity can suc- 
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cessfully integrate and tap opportuni- 
ties in verticals of healthcare and gov- 
ernment organization where Perot has 
a strong presence. Henry Ross Perot, 
who founded Perot Systems in 1988, 
said, “То have eur company join with 
Michael Dell's company will make one 
more than twice as preductive as on 
their own. Together, we have a lot more 
freedom and flexibility to do great 
work”. Andi Mann, Vice-President of 
research, Enterprise Management As- 
sociates remarked, “Peret and Dell to- 
gether are able to compete with HP and 
IBM, specifically, in ways that neither 
was able to before. HP and IBM (and to 
a lesser extent Sun) have been able to 
offer a complete data center infrastruc- 
ture from facilities, through server and 
storage hardware, to software, and 
implementation and operational ser- 
vices—for some time. Dell was on a los- 
ing path as a pure-play hardware ven- 
dor.” 


Federally funded healthcare 
coverage 

Through this deal, Dell can successfully 
reap the benefits from the Obama 
administration’s recent healthcare re- 
form measures, which are aimed at in- 
creasing federal funding in healthcare 
coverage. The new e-health contracts 
will get funds from October 1, 2009 to 
the tune of $36 bn to be spent exclu- 
sively on IT-related healthcare projects. 
Perot Systems has entered into agree- 
ment for develeping platforms dedi- 
cated for the usage of electronic health- 
care application. Harry Greenspun, 


Chief Medical Officer — Healthcare 
Group at Perot Systems said, "There's 
tremendous opportunity for companies 
like Perot in the healthcare market. 
Most hospitals, most physicians’ offices 
are very immature in their adoption in 
their technology.” This shows a clear de- 
mand for implementing the new IT 
projects for healthcare and it is manda- 
tory to shift to e-health contracts by 
2015 or will attract federal penalties. 

With 48% of Perot’s revenue coming 
from healthcare industry and 25% from 
the government sector, this move by 
Dell will boost the company’s earnings 
tremendously in both the verticals, 
which are on the trajectory of growth. 
Bendor-Samuel, CEO, Everest Group, 
said that “improved revenue from 
healthcare projects should be a strong 
side effect of the merger,” but contended 
that Dell’s primary interest is gaining 
access to a broader base of enterprise 
customers. “It’s great to be a dominant 
player in the fastest growing segment of 
the economy.” 


Impact on the industry 

A majority of analysts do not view the 
HP-Perot deal as the game changer for 
the IT services industry, nor posing any 
immediate threat to competitors such 
as HP, IBM, Accenture and CSC. HP 
which bought EDS, the world’s second- 
largest computer services provider, has 
been able to increase its revenue from 
services by 93% in the last quarter, 
while the sales of PC decreased by 18%. 
This has aided HP in maintaining its 
top position. In contrast, Dell, which has 
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Dell's Shrinking US Market Share: Rivals’ Day Out 
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been struggling to retain its second po- 
sition, recorded a 23% decrease in its 
profits in the second quarter, and now 
slips to the thirc spot in the global 
league of PC manufacturers, behind HP 
and Acer at No. 1 and No. 2 positions, 
respectively, according to latest esti- 
mates from research firms, Gartner and 
IDC. The Wall Street Journal, quoting 
analysts, said that the acquisition alone 
will not make Dell a services provider on 
a par with HP and IBM. “A combined 
Dell and Perot would have had services 
revenue of about $1.8 bn in the latest 
quarter, compered with HP’s $8.5 bn 
and IBM's $9.1 bn." it commented. 
Some analysts, however, say that 
even though the deal is not huge enough 
to be an ‘industry-leading’ or ‘industry- 
making’ event, it may have some impact 
on the tier-II outsourcers like Infosys 
and Wipro. “India-based providers 
who've been attempting to ramp up 
their infrastructure offerings ‘must con- 
tinue to find ways to grow and reach 
meaningful scale,” CIO quoted Bendor- 
Samuel, CEO, Everest Group, an 





46 | November 2009 | 


outsourcing consultancy firm, as saying. 

Some analysts also opine that the 
deal would trigger further consolidation 
in the IT services market. Meanwhile, it 
would also put pressure on traditional 
IT services players such as ACS, CSC 
and Atos Origin to seek a suitable hard- 
ware companion. “They will be asking 
themselves how they can grow in the in- 
frastructure space to meet the in- 
creased threat posed by the integrated 
hardware and services offerings of IBM, 
HP, and now Dell,” Bendor-Samuel told 
CIO.com. 


What the dea! means for India 

The merger between Dell and Perot, 
which worked together in services mar- 
ket for the past two years, has put Dell 
in a competitive position over TCS, 
Infosys and Wipro. Now the big three 
Indian IT firms have to compete with 
IBM as well as Dell in integrated hard- 
ware and software solutions to protect 
their market share in national and in- 
ternational markets. Post-acquisition, 
Dell's services revenue will be $7.7 bn, 





25% more than what the top Indian IT 
service firm TCS earns. The duo already _ 
has a strong workforce presence in In- 4 
dia, with Perot having 8,500 people and 
Dell 12,000, entrenched well into verti- 
cals such as telecom, government, logis- 
tics, healthcare, BFSI, engineering ser- 
vices, BPO, domestic sales and manu- 
facturing, and R&D. Moreover, through 
this deal, Dell will also venture into In- 
dian healthcare IT market. It has al- 
ready notched up business worth Rs. 90 
cr as a result of a recent deal between 
Perot and Max Healthcare, encompass- 
ing a period of 10 years. As per the 
terms of the deal, Perot would be pro- 
viding IT outsourcing and electronic 
health records services to Max 
Healthcare. Industry experts opine that 
it is just the beginning of Dell's invest- 
ment into services vertical, as the fu- 
ture is in services and not in the low 
margin hardware business. 


Too late to latch on to the deal 
bandwagon? 

A section of analysts, for instance, view 
that Dell is too late to make the cut in 


Much Catch-up to do 
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Dell-Perot 





Power of Two 
Dell-Perot's Complementary Offerings 


Perot Systems $2.6 bn* 


Business Process 


Applications Outsourcing 24% 


Services 40% Infrastructure 


Services 3696 


* Total represents last 4 qtr Perot Systems consolidated 


revenue Pie Chart represents mix of 20 consolidated revenue. 


Dell $5.1 bn** 
Consulting 896 
Support 7196 


Lifecycle 
Services 2196 


** Represents last 4 qtr Dell enhanced services revenue. 


Source: Dell Inc. 





the fiercely competitive IT consulting 
arena. "The best thing that Michael 
Dell can do is take PCs off the table and 
diversify," quipped Ben Reitzes, an 
Analyst at Barclays Capital, New York, 
"He's starting to do that, but he's late," 
he was quoted as saying. Also not many 
on the Wall Street are convinced that 
this shift towards services will make 
Dell look more like IBM and other ser- 
vices biggies. Don Carty, a long-time 
Director on Dell's board, counters such 
skepticisms saying that investors may 
have unrealistic expectations about 
‚ how long it takes to turn around a busi- 
ness with more than $60 bn in annual 
sales. But analysts like Kaijun Zhan, 
information-technology executive at Ca- 
dence Design Systems Inc., remain skep- 
tical. “Dell had to make a deal to expand 
its services, what they have today is just 
not enough with competitors offering a 
wide array of services," said Zhan. 


$8 bn Combined Service Company 


* A single company that leverages Perot 
Systems' enterprise services across a 
broad customer base and significantly 
expands the range of Dell's commercial 
IT solutions. 


There are real, tangible revenue 
synergies from this combination right 
out of the box... places where we will 
invest to grow faster. 


We think we can bolt on other assets 
(including ours), and globalize Perot 
Systems into a strong global service 
company. 

Together we will lead the trend toward 
configurable, modular services and next- 
generation services delivery. 


True, Perot Systems will bring in 
just about $2.5 bn in annual revenues to 
Dell at its current run-rate, though 
which is not a lot considering that Dell 
did $61 bn in revenues last year. And 
Perot Systems is not exactly a profit 
machine. In the last quarter, its net in- 
come was only $31 mn on revenues of 
$628 mn, while earning a meager 5% 
net margin, something similar to what 
Dell also earns, as against IBM's 
15.4%, Hewlett-Packard's 9.1% and 
Apple's 19.3%. Analysts say that 
maybe Dell can pump up those rev- 
enues by plugging Perot Systems into 
its existing enterprise customers, which 
account for about a quarter of Dell's to- 
tal revenue. But the Wall Street does 
not seem to be impressed with the deal 
logic as reflected in Dell’s share prices, 
which have almost halved in value in 
the last three years and have 
underperformed the benchmark S&P 


500 Computer Hardware Index this 
year so far; the shares, after touching a 
high of 30.25 cents a share on November 
11, 2007, were down to 15.27 cents on 
October 16, 2009. 

Notwithstanding the criticisms Dell 
has been facing in the wake of the lack- 
luster performances over the last few 
years, it is now confident that the trans- 
formation exercise, which gets a big 
boost with the Perot acquisition, will 
help it plug the gap with the rivals fast. 


Beyond Perot 

The wheel has been set in motion by 
Dell to regain its lost leadership posi- 
tion as it looks to integrate Perot into it. 
However, the legendary Michael Dell 
needs to go for more such audacious 
deals to pose any significant challenges 
to bigger rivals like IBM, Accenture and 
HP who are well-established in services 
vertical. For this to happen, Dell will 
need to expand its presence beyond gov- 
ernment markets and healthcare sector 
and also increase its business volume 
outside the US. Further, to make its po- 
sition strong in technology services de- 
livery, it can acquire small rivals which 
can complement the strength brought in 
by Perot and at the same time keep 
head-count low to avoid layoffs in huge 
numbers. But the ruthless cost-cutter 
has to speed up the pace of action to suc- 
ceed. ^I always want to go faster," Dell 
said in an interview, adding, “I’ve been 
known to have a fair dose of impa- 
tience." Dell needs to put both at work. 
For, competitors are running faster.u 


— Amit Singh Sisodiya and Sudesh Gonela 
Reference # 01M-2009-11-10-01 
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Restructuring at Jet Airways 


Will It Work? 
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In a bid to overcome the challenges posed by the internal and external 
environments, Jet Airways has been fine-tuning its business strategies. 
Can the new strategies help the carrier come out of the red? 





he recent economic downturn 

took a heavy toll on the Indian 

aviation industry; many major 
airlines bore the brunt of it, and Jet Air- 
ways was no exception. As the economie 
slowdown took hold, losses piled up 
even in the ceuntry’s second largest pri- 
vate carrier. As a result, Jet Airways 
suffered a net loss of Rs 225 cr for the 
quarter ended June 30, 2009, on a total 
income of Rs 2,428 cr. It posted the high- 
est ever loss of Rs 961 cr in the year 
ended March 31, 2009. 

Needless to say, the management 
made its first big gamble by eyeing Air 
Sahara in 2006. Acquiring Sahara 
came as a huge drain on Jet’s resources, 
beth on the financial and management 
fronts. Adding to its woes, its аШапее 
with Kingfisher also has not yet reaped 
the desired benefits. Nevertheless, the 
private entrepreneur, thriving in an 
economy dominated by the public sector 
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airlines, is now all set to recapture its 
lost luster. Jet has left no stone 
unturned in its efforts to drive down the 
costs. The airline came up with a $600- 
mn improvemeat plan on three fronts 
like wastage reduction, network restruc- 
turing and cost saving and cash conser- 
vation. “The going has been very tough, 
but there is a lotof fighting spirit in Jet,” 
says Sudheer Raghavan, Chief Com- 
mercial Officer. Jet Airways. Jet Air- 
ways has also acjusted its route network 
and implemented several internal mea- 
sures to trim costs across the organiza- 
tion. 


Flying in rough weathers 

Jet Airways is indeed a good example of 
private entrepreneurship thriving in an 
economy dominated by the public sec- 
tor. The carrier. founded in 1993, has 
evolved from being a largely domestic 
airlines to a decent sized international 


carrier. In fact, Indian aviation was not 
the most profitable business when Jet 
airways entered the market, unlike the 
other airlines which entered when the 
market was booming. Despite this, Jet 
Airways could manage to reap profits 
for several years. The then domestic 
market was broadly dominated by Jet, 
Indian Airlines and the erstwhile Air 
Sahara (now Jetlite). The year 2005 
witnessed the entry of many low-fare 
airlines which tried to grab the market 
share from full service carriers. As the 
customers were lured by cheaper op- 
tions, there was a dramatic rise in the 
number of air travelers. To retain their 
market share and check travelers from 
moving to low-cost carriers, full-service 
airlines were forced to keep their fares 
very low. In the process, Jet, along with 
other full service airlines, began to pile 
up losses. 

With the domestic market slowly 
going out of its grip, Jet Airways de- 
cided to go international, and thereafter 
set a very aggressive pace of interna- 
tional expansion. In just three months 
(October-December) in 2007, the carrier 
witnessed a whopping 85% rise in the 
number of international departures. 
Nevertheless, as opined by many sec- 
tions of the industry, Jet made a first 
big mistake in 2007 by buying a loss- 
making Sahara for Rs 1,450 cr. Even the 
investors were not happy with the deci- 
sion, which reflected in the 30% fall in 
Jet's price soon after the announcement 
of the buyout. “Buying Sahara was a big 
strategic mistake by Jet. This hap- 
pened at a time when Jet was growing 
aggressively internationally and facing 
tremendous competition in local mar- 
ket," avers Kapil Kaul, India head, Cen- 
ter for Asia Pacific Aviation (CAPA). 
Incidentally, Jet's struggle with the 
buyout coincided with the tightening 
domestic environment. Adding to its 
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Restructuring at Jet Airways 





woes, in September 2008, with the glo- 
bal recession hitting hard, the airline’s 

| aggressive international plans began to 
go awry. A host of international routes 
that had looked attractive began to ap- 
pear unviable. Jet’s domestic traffic 
also moved southward at an alarming 
pace, which compelled it to cut the addi- 
tional capacity. 

Also, Jet’s alliance with Kingfisher 
did not do any good and indeed brought 
in more troubles. The fact that Jet 
sacked almost 2,000 employees on the 
spot as soon as the completion of the 
deal invited a huge political uproar all 
over the country, and finally Jet had to 
take back the sacked employees. How- 
ever, as a part of its cost-cutting en- 
deavor, it had to retrench almost the 
same number of employees in the past 
one year. In the process, employee 
unions stepped in to further exacerbate 
its woes. In September 2009, Jet faced 


| 


mounting problems following a high- 
profile labor unrest. The five-day strike 
by its pilots led to a loss of $12 mn due 
to flight cancellations. Operations in 
most of its international routes were af- 
fected. Jet Airways, which has been 
through what Chairman Naresh Goyal 
describes as its “worst crisis in living 
memory —it acquired a loss-making 
airline; lost 10% market share over two 
years; is making losses since 2007-08; 
and has a $3-bn debt—is now in the pro- 
cess of reinventing itself. 


High-flying strategies 


To lure the customers even in times of 


slow economic growth, Jet launched a 
low-cost service targeted at leisure trav- 
elers, placed between full service Jet 
and Jetlite. “Jet Konnect was the fast- 
est and cheapest way to respond to this 
trend. In a very short time, we created a 
low-cost carrier of the size of IndiGo or 
SpiceJet,” says Wolfgang Prock- 
Schauer, CEO of Jet Airways. Naresh 
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Goyal comments, “...consumer de- 
mands are changing rapidly in a dy- 
namic global environment. Hence, the 
airline has deployed capacity on certain 
routes on JetKonnect to meet these 
changing trends.” JetKonnect presently 
operates almost 125 flights with 10 
ATRs and 9 Boeing 737 aircrafts. In the 
process, the company has adapted itself 
to the changing needs of the price-sensi- 
tive economy. Several other loss-mak- 
ing domestic flights were withdrawn 
from the service and were hived off to 
international customers/segments. The 
company sees more opportunities in the 
international market with B737 opera- 
tions to Jeddah, Riyadh and additional 
services to ASEAN and SAARC regions 
in the near future. 

Further, Jet has planned to 
reconfigure its discredited financial and 
management image through a $600 mn 
cost reduction program with the main fo- 


Jet’s fight to regain its old position of strength will 
no doubt be an uphill task. 


cus on network restructuring, cost saving 
and conservation, and wastage reduc- 
tion, that include several other internal 
measures, i.e., to trim down costs and re- 
lieve the debt of $3 bn through salary 
cuts, staff layoffs, route/network ratio- 
nalization, maximizing Jetlite-Jet Air- 
ways synergies, deferment of aircraft de- 
livers for next 1-2 years, intensifying alli- 
ances, leasing out surplus aircrafts, cut- 
ting down long haul expansion plans, and 
further reducing the frequency and capac- 
ity of the flights. From the HR perspec- 
tive, Jet has planned to cut down its un- 
confirmed employees in phases, recon- 
sider the contract renewal of expat pilots 
who are paid almost 40% more than oth- 
ers, and review and rationalize perks 
and allowances. Further, on the business 
operations front, they have planned to 
set up a centralized controlling system in 
Mumbai and Delhi and closing down 
other branches in metros. The fine-tuned 
strategies of Jet have made it regain its 
market share, while surpassing King- 


fisher with 26.3%, as against 23% in the 
month of July. 


A tough takeoff 

Despite all these efforts, Jet’s fight to 
regain its old position of strength will 
no doubt be an uphill task. Jet Airways 
accepts that the global economic envi- 
ronment, coupled with the economic re- 
alities of the airline industry in India, 
calls for extraordinary efforts to achieve 
break-even and profitability. It expects 
the year ahead to be challenging, with 
sluggish demand for both domestic and 
international operations and premium 
segments. “The FY2010 numbers are 
going to be worse than 2009,” Sudheer 
Raghavan, said. “The yields have fallen 
by about 20-25%, though this is not spe- 
cific to India. Due to the economic situa- 
tion, there is a significant impact on 
business class travelers. The number of 
people traveling by business class and 
first class has dropped. These are the 
segments that provide good yield. People 
are traveling either by the economy class 
or low-cost airlines,” he said. 

Jet Airways shareholders have ap- 
proved the cash-strapped airline’s plan 
to mop up $400 mn, or about Rs 1,920 
cr, as the beleaguered airline desper- 
ately looks to raise funds to stay sol- 
vent. As reported, the company sought 
the government’s permission to sell 
shares to overseas investors, as it may 
be tough to mobilize $400 mn from do- 
mestic investors alone. Hence, the car- 
rier, burdened with a debt burden of Rs 
16,000 cr, is planning to raise funds by 
diluting equity through private place- 
ment of shares with Qualified Institu- 
tional Buyers (QIBs) or sale of Global 
Depository Receipts (GDRs)/American 
depository receipts. Although Naresh 
Goyal accepts that the industry and his 
airline are confronting the toughest 
challenge ever, he is quite confident 
that he can turn the besieged carrier 
around: “Along with my employees, I 
will weather the storm and Jet will re- 
main the one company that had made 
India proud. For me, Jet is a symbol of 
Indian excellence and it will remain 
that."m 

– Y Bala Bharathi and GP Mrudhula 
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eBay-Skype 








Dial 'B' for Breakup 


eBay's separation from Skype, a web telephony firm which it acquired in 
2005, was a foregone conclusion even before the ambitious merger 
happened. 


en, on September 12, 2005, 
eBay, the world’s largest 
online auctioneer, an- 

nounced its plan to acquire Luxem- 
bourg-based Skype Technologies SA, an 
Internet telephony company, for about 
$2.6 bn, with an additional $1.5 bn to be 
paid by 2009 if Skype met its projected 
revenues and profits target, the decision 
drew ferocious reactions, as many on the 
Wall Street wondered as to what on 
earth prompted the e-commerce giant to 
bet big on a business which was still in 
its infancy and importantly did not offer 
any complementary capabilities. “No 
matter how yeu look at it, it’s a whale ofa 
bet,” said Ross Mayfield in a post on 
Businessweek.com. Market analysts 
also felt that the San Jose, California- 
based firm overpaid for a pie of a busi- 
ness which yet had not fetched any profit. 
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“Perhaps eBay, rather like some overex- 
cited bidder in ene of its own auctions, 
has paid too much,” commented The 
Economist. Notwithstanding such criti- 
cisms, eBay went on to acquire its prize 
catch. But soon it became clear that this 
arrangement may not last long, and the 
question was not whether the deal would 
survive, but how long. Now as the eBay 
bids adieu to its four-year old acquisi- 
tion (though the firm still retains 35% 
stake in Skype), critics who chastised 
the deal when it was announced stand 
vindicated. But the agony (for eBay) 
might be far from over, as a fresh contro- 
versy over the technology patent has 
erupted. 


Deal (il)logic 
It was barely four years ago that eBay 
announced its grand vision for its Voice 


Over Internet Protocol or VoIP (jargon 
for Internet telephony) play. Meg 
Whitman, the then CEO of the e-auc- 
tioneer site, used a 75-slide PowerPoint 
presentation to convince investors of 
the deal's merit. She claimed that a 
combination of eBay and Skype, a 
startup that revolutionized Internet te- 
lephony with its peer-to-peer architec- 
ture, would "create an extraordinarily 
powerful environment for business on the 
net." Skype seemed to fit perfectly into 
the new scheme of things at eBay, as 
Whitman was on an ambitious drive to 
transform eBay from just being an auc- 
tion site into a more prominent online 
business community, hit by slowdown in 
e-commerce and rising competition. 
Skype's advantage was its ‘zero cost per 
new user' business model, which had fu- 
eled its user base to 54 million, while add- 
ing 150,000 new users everyday. Commu- 
nication, like payments and shipping, is a 
critical part of the online market place, 
and hence Whitman emphasized that the 
acquisition of Skype would enable its 
own customers (buyers and sellers) to 
communicate with each other, which in 
turn could push e-commerce on its site. It 
was believed that Skype's acquisition 
will help the e-auction giant streamline 
and improve communications between 
buyers and sellers as it is integrated into 
the eBay marketplace. 

"Buyers will gain an easy way to 
talk to sellers quickly and get the infor- 
mation they need to buy, and sellers can 
more easily build relationships with 
customers and close sales," and hence, 
as eBay felt, it would fuel the velocity of 
trade on eBay, especially in categories 
that require more involved communica- 
tions, such as used cars, business and 
industrial equipment, and high-end col- 
lectibles. eBay also planned big gains 
for its new ventures like Shopping.com, 
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eBay-Skype 





ИШЕ ЕТП. >. 


“Free stuff does not create a business, it rides on and sometimes boosts the mer- 
chantability of a business that has real sustainable revenues.” 


What led to the eBay-Skype breakup? 
They should never have been together to start with. There 
was simply not any reasonable symbiosis between the two 
business models. eBay either had to leave Skype alone and 
focus on its core business, or look at it as a long-term invest- 
ment that would have little or no impact on its store/auction 
processes. It did neither, and as a result, it let its core activ- 
ity slump. Now it has to look at Skype as a way of getting 
р some cash inflow, but it still has no real idea how to spend 
the windfall to boost the prospects of its retail and auction 
core. 


What might have driven its new owners to shell out such a high valua- 
tion for Skype, which failed to boost the bottom line for the world’s 
largest e-auctioneer? 

A large part of the valuation likely reflects the bubble 
mindset among investors, something that in public stock 
markets is called ‘momentum trading’. People think IPOs of 
glamorous concepts like VoIP might do very well with inves- 
tors; that means the companies that support them are 
worth a premium. There’s also the fundamental truth that 
the shift towards smartphones and 4G and the fact that 
TDM voice infrastructure is approaching its end of life in 
many markets will all work in favor of a VoIP migration. 
Once a big piece of the world voice pie is implemented over 
IP, it is harder to ignore IP-based players like Skype. Fi- 
nally, as voice pricing sinks, you need a model that is 
cheaper than either current TDM switched voice or even 
' IMS-based VoIP to stay profitable. РОР voice may well be 
that model, and that again favors Skype. 

Strangely, eBay is not completely out of Skype yet. How do you view 
this? 

I don’t think it is strange; it is very similar in intent to why 
investors with a big gain in a stock typically sell a large piece 
of their holdings to hedge against a drop, but keep some as 
well. They are hedging against a big success. eBay this way 
gets some cash to boost its core business and also gets a 
stake in any big Skype upside that might come in the future. 
What do the new owners bring to the table for Skype? 

The most favorable thing they might bring is more focus on 
the real drivers of future value for Skype, which eBay has 
nothing to do with, no understanding of, and thus no ability 


to exploit. 

What will be the impact of the ongoing intellectual property dispute on 
the new owners? 

Settlement, and probably fairly quickly. Nobody gains by 
killing the racehorse before the race starts. This kind of dis- 
pute tarnishes the value of Skype in an IPO, and it also 
encourages competing offerings. The IP disputes are a good 
way of boosting your own upside in a future sale or IPO, but 
only if they do not compromise that sale completely. 


How does Google’s aggressive move into core P2P technologies (like 
Google Voice) threaten Skype’s supremacy? 

Communications networks are valuable first because of the 
value of their total community of users, and only secondarily 
because of their technology. Google’s big threat is that it can 
create a community that is larger than Skype’s community 
by leveraging all the Google assets, from search to Maps to 
Wave. If they can build a bigger community, they will eclipse 
Skype, no matter what the technology issues might be. 


How do you view the future of Skype, which heralded the free com- 
puter-to-computer calls and changed traditional telephony forever? 
Skype’s free model demonstrated the inevitable future of a 
low-bandwidth application like voice; it has to be essen- 
tially free because there are no barriers to market entry. But 
free stuff does not create a business, it rides on and some- 
times boosts the merchantability of a business that has 
real sustainable revenues. Skype has generated those up to 
now largely by arbitrage of international long-distance 
rates and other special targets of opportunity. As voice pric- 
ing tumbles worldwide, it will make it impossible to live on 
rate arbitrage; and so, Skype will need to find a real busi- 
ness model for the longer term. If the new owners/investors 
can help with that process, Skype can prosper. 

Any other comment? 

Popular things are not always a good business; there are 
always buyers of free things, but no real long-term sellers. 
Skype’s customer base and technology are a stepping stone 
to a stable revenue model in the future, but not that future 
model. Skype will be judged, and its future determined, by 
whether it knows or can figure out what that future busi- 
ness/revenue model will be, and quickly. 


*President, CIMI Corporation, New Jersey, US 


an international classified ad-site, 
which taps referrals and personal busi- 
nesses by allowing open communication 
among its users. The new combined en- 
tity was expected to pursue substantial 
growth opportunities by creating an un- 
paralleled e-commerce entity. “The key 
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appeal for eBay at the outset: the abil- 
ity to offer its buyers and sellers an en- 
tirely new way for people to do business 
online—lead generation, or pay per 
call,” wrote the BusinessWeek. It was 
also felt that the acquisition would also 
enable eBay and Skype to pursue en- 


tirely new lines of business. For ex- 
ample, the company said that in addi- 
tion to eBay’s current transaction- 
based fees, e-commerce communica- 
tions could be monetized on a pay-per- 
call basis through Skype. Pay-per-call 
communications open up new catego- 
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пез of ecommerce, especially for those 
sectors that depend on a lead-genera- 
tion model, such as personal and busi- 
ness services, travel, new cars, and real 
estate. This new pay-per-call advertis- 
ing required customers to click on a web 
page link te make a phone call to a 
seller. By placing a voice link through 
Skype sofware on specific pages, eBay 
would receive fees from the advertiser, 
whenever a customer clicks on the links 
and speaks with the advertiser (seller). 
eBay also expected to earn commis- 
sions by boosting transactions on offer- 
ings like personal services, real estate, 
cars, etc., which depend heavily on 
(voice-based) interactions. Using Skype 
in a pay-per-lead model, eBay can ad- 
dress the needs of these kinds of seg- 
ments, recucing friction and making the 
transaction seamless for the user. eBay 
also planned to integrate PayPal with 
Skype in order te provide PayPal wallet 
to its account holders, thus making the 
payment process much simpler. It ex- 
pected that doing so would allow a cus- 
tomer to talk to service providers for 
placing an order fer an item or service 
while paying for transactions through 
PayPal. This new method of bringing 
customers and sellers on a single plat- 
form was expected to earn more rev- 
enues and bring down the transaction 
costs, as customers who use eBay have 
used PayFal for paying online, and sell- 
ers can communicate during the entire 
sales process using the new VoIP of 
Skype. This method of communication 


Call Drop! 
eBay's Stock Price 


as cf 7-Dct-2009 


Source: htto://finance.yanoo.com/ 
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was expected t» increase the sales in its 
Rent.com, Kjiji, an international 
classifieds advertisement website, and 
Shopping.com, which were already rev- 
enue-generatirg websites. 

Moreover, eBay, through this new 
PC-to-PC call service of Skype, which 
makes live auctions and bidding call 
vocally possibie, intended to help ex- 
pand its global footprint, especially in 
the BRIC econemies (Brazil, Russia, In- 


| 


dia, and China) and Eastern Europe by 
providing buyers and sellers with a 
more personal way te communicate 
online. Besides, the aequisition could 
also help it strengthen its presence in 
markets like Japan and Scandinavia 
where it has hed a limited presence and 
where customers can learn about eBay 
and PayPal through Skype. The acquisi- 
tion was also seen as helping eBay 
streamline cress-border trading and 
communications on its online market- 
place. “Ву acquiring Skype, eBay could 
set itself apart by exclusively offering 
Skype’s low-cost voice services to cus- 
tomers,” said Jon Arnold, a Web-calling 
consultant. 


business models. 





Since the beginning, there had been many uncer- 
tainties about the compatibility between eBay 
and Skype, with both of them having different 


A strategic error 

But eBay has since then struggled to 
figure out a way to leverage оп Skype’s ! 
acquisition. Since the beginning, there 
had been many uncertainties about the 
compatibility between eBay and Skype, 
with both of them having different busi- 
ness models. Integrating these two dif- 
ferent verticals posed a big challenge for 
eBay. Analysts questioned the logic of 
the deal, saying that instead of making 





such a costly acquisition, eBay could 
have entered into a cross-licensing deal 
agreement with Skype for tapping its 
peer-to-peer architecture. “If eBay re- 
ally wanted some VoIP technology, it 
could have bought it cheaper or built it 
itself. Ifit is not paying for VoIP technol- 
ogy what is it paying for? The brand and 
the number of registered users,” said 
John Delaney, Principle Analyst at Mo- 
bile Network Group. 

Skype’s revenues were also minimal 
when compared to eBay. With eBay 
shedding billions to acquire Skype, 
many industry experts also expressed 
concerns about the potential synergies 
of this association, as at that time 
Skype was in its nascent stage, unprof- 
itable, faced multiple competitors, and 
was working on a different vertical. An- 
other major hiccup was the uncertainty 
over the revenue generation synergy 
through pay-per-call advertising. The 
sellers on eBay website are tradition- 
ally small and mid-sized business own- 
ers who were at ease with the website’s 
low-cost online sales process. But by in- 
cluding VoIP, the sellers were forced to 
keep up with e-mails and also hire new 
employees to attend to enquiries on 
phone. This increased the cost of sales, 
while creating uncertainty over the ге-- 
quirement for voice services provision, 
and discouraged small business owners 
from participating in online auctions. 
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Scot Wingo, CEO of Channel Advisor, 
who talked to 50 top sellers on eBay 
said, "They're saying ‘I can barely keep 
up with e-mails. I can’t afford to hire 
someone to take calls.’ I don't think your 
average DVD seller will be too thrilled” 
with the inerease in the total cost per 
transaction on the eBay website. Add- 
ing to this, Skype’s VoIP software tech- 
nology was spyware or adware free. This 
made data mamagement by business 
organization through firewalls ineffec- 
tive. 

With firewalls not able to filter the 
data transfer dane through Skype, 
transfer or leakage of confidential busi- 
ness data through file and phone, corpo- 
rate network risked the exposure to vi- 
ruses, malicious software and hackers. 
Moreover, Skype’s network allows any- 
body to join the network without any 
identity proof, which makes it possible 
for fraudsters tc open numereus ac- 
counts with various fictitious names 
which cannot be questioned and re- 
stricted. Besides, what also irked ana- 
lysts was the fact that even though 
eBay bought Skype, it did not get.owner- 
ship of the technology/patent (which 
runs Skype), whieh remains with the 
Skype founders. 

While eBay failed to realize the 
elusive synergies it might have envi- 
sioned at the time of the acquisition, 
nonetheless, the VoIP telephony com- 
pany grew strongly under eBay. In the 
financial year ending December 2008, 
Skype’s top line grew 44% to $551 mn, 
while its user base soared to 405 mil- 
lion; eBay earnec a revenue of $8.5 bn 
in 2008. For the June quarter 2009, 
eBay said that Skype contributed 
$170.0 mn in revenue, representing 
25% y-o-y growth, and added 37.3 mil- 
lion registered users, taking the num- 
ber of registered users to 480.5 million. 
Earlier, in April this year, the e-auc- 
tioneer had said that it would hive off 
Skype into a seperate entity and go for 
an Initial Public Offering (IPO) by early 
2010. John Donahoe, eBay’s CEO, said, 
“Skype is a great stand-alone business 
with strong fundamentals and acceler- 
ating momentum. But it’s clear that 
Skype has limited synergies with eBay 
and PayPal." 
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A costly distraction 

eBay's top management has finally 
made amends by getting rid of the VoIP 
company by selling a stake of 6596 to a 
group of venture capital funds led by Sil- 
ver Lake Partners for a sum of $1.9 bn, 
which valued the IP telephony company 
at $2.7 bn. However, it is not before los- 
ing millions of dollars in painful write- 
downs and taking a hit en profits. It took 
a hit of $1.4 bn in 2007 as asset-impair- 
ment charge, while Skype's manage- 
ment, with one of the criginal founders 
Zennstrom at the helm, missed the origi- 
nal performance targets set at the time 
of acquisition. 

Besides, the net telephony firm is 
also said to have been losing market 
share to more focused rivals, of late. 
Hence, it seems now that with eBay 
parting ways with Skype, which has 
been a distraction for it ever since it ac- 
quired it, it looks like the worst is be- 
hind. But it is not so, as the e-commerce 
giant's agony isfar from over, as it (along 
with the new owners of Skype) has been 
dragged to court over the alleged viola- 
tion of technology copyright, as claimed 
by Skype's founders, Niklas Zennstrom 
and Janus Friis. The duo claim that dur- 
ing the initial deal, license was granted 
to eBay only for using the peer-to-peer 
software and no right was given to the 
developers to change, upgrade or tinker 
with its software technelogy. They have 
filed a legal suit claiming copyright in- 
fringement, breach of licensing agree- 
ment and larceny of trade secret. 

This legal wrangling puts the future of 
the new owners of Skype in jeopardy, at 
least as of now. While it would take long 
for the outcome to be known, one thing is 
for sure: Donahoe has finally made 
amends for a costly mistake made by his 
predecessor, Whitman, whom he replaced 
about a year ago. “We've acted decisively 
on a deal that delivers a high valuation, 
gives us significant cash up-front and lets 
us retain a meaningful minority stake 
with talented partners,” he remarked. 
True, with that distraction gone, he can be 
more focused on eBay. However, the legal 
tussle may play spoilsport.# 


- Amit Singh Sisodiya and Sudesh Gonela 
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Ford 


Battling Alone 
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Ford, one of the Big Three Detroit auto companies, eschewed the 
government aid and is endeavoring to remain independent and 


regain its past glory. 


ears 2008 and 2009 must be 

reckoned as the most painful 

years in the history of the much 
adored American auto industry, as the 
global recession has almost taken it to 
the verge of a collapse. Detroit, often 
called the home of the Big Three—Ford, 
General Motors (GM) and Chrysler— 
has undergone an unprecedented 
trauma. After enduring a long and pain- 
ful period of downfall, amidst specula- 
tions, GM filed for bankruptcy on June 1 
and Chrysler was taken over by the Ital- 
ian auto giant, Fiat. Both these compa- 
nies, backed by government aid, are ex- 
pected to re-enter the market shortly, 
with new vigor. Analysts are not inter- 
ested in the renewed performance of 


. these two auto giants but are keen on 


catching how another Detroit darling 
‘Ford’ would battle it out alone, as it has 
declined the government's aid. 
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As plans were being laid out to re- 
structure GM and Chrysler, many ana- 
lysts opined that the ordeals of the two 
competitors of Ford might leave it in an 
enviable position. Moreover, Ford had 
begun an unusual restructuring pro- 
gram under the leadership of its new 
CEO, Alan Mulally, much before the 
economic crisis cast its venom on the 
auto industry. As part of the program, it 
raised $23.6 bn towards the end of 2006 
by pledging all its major assets, includ- 
ing its headquarters, as collateral. 
Given its farsightedness in securing 
cash pile, it obviously declined the bail- 
out packages announced by the govern- 
ment. This decision by Ford not only 
kept the Dearborn-based company 
away from federal intervention in its 
affairs, but also convinced the US pub- 
lic that it was somehow different. Some 
analysts also said that Ford has differ- 


entiated itself as a good Detroit versus 
a bad Detroit. However, now things 
seem to have changed for Ford. Ana- 
lysts expect that the two other Detroit 
companies backed by government aid 
are likely to emerge as tough competi- 
tors to Ford, posing difficult challenges 
to its independent existence. 


Keeping head above water 

An editorial in Fortune states that as 
GM and Chrysler's weaknesses were 
being revealed, Ford seemed to be the 
strongest US automaker by default, but 
its strength was only relative to the 
greater problems at GM and Chrysler. 
This is true to some extent because 
Ford has in fact managed to strengthen 
itself in the last two years. In a bid to be 
ahead of its two crosstown rivals, Ford 
had begun restructuring its operations 
and toning its cash reserves a few 
months before the economic crisis be- 
gan. Ford resolved to restructure the 
company first on both cost and revenue 
fronts. On the cost side, the company 
has cut down on the North American 
capacity by 30% since the end of 2005, 
employment by 4546, operating costs by 
$5 bn, and discretionary costs by more 
than 20%. On the revenue side, the com- 
pany is keen to introduce small car 
models like Fiesta in the American and 
European markets to target new cus- 
tomers. 

In continuation of its restructuring 
plans, the Ford family took some risky 
decisions for the first time in the 
company's history—it went outside the 
auto industry for a chief executive, and 
hired Alan Mulally from Boeing in Sep- 
tember 2006—to help turn around the 
company. It also backed the new CEO's 
idea to raise a debt of $23.6 bn in the 
name of developing new models, but the 
idea was to maintain sufficient cash re- 
serves in the company. For securing this 
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“The future of Ford is the same as any company: either make exciting new vehicles 


or face extinction.” 


What are the problems faced by Ford, in the backdrop of its domestic 
rivals, General Motors and Chrysler, getting support from the govern- 
ment? 

Ford is facing many of the same problems that Toyota, Honda, 
GM, Chrysler and Nissan are battling. The US economy has 
not recovered as quickly as hoped and unemployment keeps 
rising. This is especially difficult on auto sales. Consumers-are 
not looking at buying new cars, if they lack confidence in their 
employment. Ford has handled its business affairs success- 
fully during GM and Chrysler's walk through bankruptcy. Ford 
has broken from being lumped into the same Big Three image. 
Ford is now seen as the domestic company that did not require 
a bailout. Ford has gained significant market share at the 
expense of GM and Chrysler and did not require promoting 
incentives te match Chrysler. This momentum is expected to 
continue as GM and Chrysler try to win back customers and 
prove that they can survive. 

GM and Chrysler received significant assistance through the 
bankruptcy process and eliminated most of their debt. What 
they did not eliminate through bankruptcy was the legacy 
costs of retirees. Ford is also facing legacy costs associated 
with retiree pensions and healthcare obligations. Ford needs 
to sell more vehicles than their foreign or transplant competi- 
tion to be able to pay off the pensions and healthcare benefits. 
The government cid not eliminate the pension obligations for 
GM and Chrysler to buy labor peace. Both GM and Chrysler 
were unable to avoid a strike in recent contract negotiations in 
2007. Ford has the advantage of better labor management 
relations and the ability to negotiate concessions with the 
union without damaging their long-standing relationship. 
Many are of the view that the three automakers of Detroit symbolize 
America's pride. Do you subscribe to this view even now? 


The automakers in Detroit are a symbol of America's pride, 
and more importantly, they are a significant source of revenue 
and jobs. It is not just GM, Ford and Chrysler that are impor- 
tant. The key is the multiplier effect of the Detroit auto com- 
panies that creates many thousands of jobs (nearly one mil- 
lion) to support or supply the Detroit automakers. Auto-re- 
lated sales in the US are a major component of retail sales 
and advertising. Ford has been a major driver of the automo- 
tive American Dream, since the Model T in 1908. Owning your 
own car is seen as a sign or symbol of freedom and indepen- 
dence. Fierce rivalries and loyalties among pick-up truck own- 
ers is very much a US-only phenomenon. The two top-selling 
vehicles in the US, for most of the last decade, has been either 
a Ford F-Series pickup or a Chevrolet Pickup, with Dodge fre- 
quently being number three in sales. 

Ford has not opted for the government support and in the process of 
safeguarding itself, it has bloated its balance sheet with debt. How do 
you see this strategy of Ford and what could be its implications? 
Ford chose not to accept a government bailout and was suc- 
cessful in avoiding bankruptcy. Ford is still a family run corpo- 
ration. The Ford family controls much of the voting stock. The 
Ford family would be financially devastated, if Ford was 
forced into bankruptcy. Ford, while unable to write off the 
same bad assets as GM or Chrysler, was successful in negoti- 
ating concessions from unions, bondholders, suppliers and 
lenders. Ford has reduced debt and stabilized their balance 
sheet (still not expected to be profitable until 2011). Ford was 
able to avoid bankruptcy due to the forward thinking of its 
CEO, Alan Mullaly. The Ford CEO borrowed up to $26 bn 
prior to the financial meltdown and global recession. Mullaly 
wanted to focus time and energy on Ford alone. Borrowing 
money and selling off premium assets (Jaguar, Land Rover, 
Think, Aston Martin, and part of Mazda) prior to the melt- 


on new models and customers. In this 


loan, the company even went to the ex- 
tent of pledging а] its North American 
assets. As the crisis deepened and the 
auto industry succumbed, this decision 
by Alan Mulally seemed to work well. 
He was success?ul in reducing the 
company's dealer count, selling off 
brands such as Jaguar and Land Rover, 
cutting productior to meet demand and 
globalizing vehicle lineup to reduce 
costs. 

Particularly, when things turned 
bad for both GM and Chrysler and both 
were planning to 3le bankruptcy. Ford 
claimed that it was in a very comfort- 
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able position and avoided using the gov- 
ernment aid. CEO Alan Mulally, said 
that staying off federal aid is helping 
Ford to win customers, especially those 
who are not ready to buy from the gov- 
ernment-owned GM. A study released 
last week by AutoPacific also showed 
that 7296 of respondents preferred Ford 
vehicles because the company did not 
take money from Washington. Ford's 
top executives are also of the view that 
while GM is busy adjusting itself to the 
government procedures and Chrysler is 
adapting to the Fiat culture, Ford has 
got an opportunity to cut costs and focus 


regard, the company has streamlined 
many of its foreign operations and set a 
new course towards making smaller, 
more fuel-efficient vehicles. 


Flawed plan? 

Ford's confidence aside, many also be- 
lieved that Ford would pip GM and 
Chrysler in market shares easily. But 
with the company posting $14.7 bn 
losses during 2008 and a staggering 
debt of nearly $36 bn on its balance 
sheet, coupled with the sluggish market 
for automobiles, analysts are doubtful 
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down allowed Ford to streamline their management re- 
sources and investment capital into Ford, Lincoln and Mer- 
(ағу. Ford was able to do many of the same things, the govern- 
ment forced GM to do, without the political oversight and 
without the tainted image of bankruptcy. 

The implications of not taking the government bailout 

and oversight are difficult to predict. If GM and Chrysler 
jump back into profitability with lower cost structures, it 
could put Ford at a disadvantage. Ford is using its status of not 
accepting a handout to boost its public image and hopefully 
sales. If Ford is not successful in turning around its losses by 
2011, it will face a very difficult political environment. It is not 
likely that the government will bail out Ford in the future. The 
American taxpayers are not happy with all the bank and insur- 
ance company bailouts, and the GM and Chrysler bankrupt- 
№ cies were likely, the last beneficiaries of government handouts. 
Do you think the company also faces stiff competition from foreign 
companies like Toyota, Honda and Hyundai? How can it increase its 
market share? 
Ford faces stiff competition from everyone in the auto indus- 
try. Toyota, Honda and Hyundai were successful in building 
market share in the past few years. Toyota, Honda and 
Nissan have not been as successful during this economic re- 
cession. Ford has actually picked up more than 2% of market 
share and is on track to pass General Motors as a market 
leader by year-end. Toyota is suffering from overcapacity and 
has lost billions of dollars for the first time in over 60 years. 
The competition is only getting more intense as Fiat begins to 
bring its product line to the US. 

Ford needs to increase its market share in a gradual and 
sustainable way to keep profitable. Ford is launching two new 
small cars in the next year, which are expected to add sales 
and provide a greener image. The Ford Fiesta and the new 
Ford Focus have green credentials and are proven sales win- 
ners in Europe and other markets. Ford’s hybrid Fusion is 
getting rave reviews and is the most fuel-efficient mid-size 
car in the US. These vehicles and attention to fuel economy 
are highly valued by consumers and the government during 
peak fuel prices. Ford needs to prove that it can sell small cars 


Ford 


at a profit. It has already proven its success in trucks and 
SUVs. 

What do you think are the options before the company in the current 
scenario, especially in attracting customers? 

Ford is sitting in a difficult but exciting position. Ford has 
finally broken away from the Big Three and has started bring- 
ing their European product line to a crowded US market. Ford 
has taken some risks by not filing for bankruptcy but is reap- 
ing public relations benefits for it. The current scenario will 
require the marketing and advertising to continue putting the 
emphasis on the cars and technology. Ford’s Sync system for 
cell phones and hybrid vehicles have been well-received. Ford 
is attracting customers from import buyers with their tech- 
nology and patriotism. The public is responding to Ford as the 
best of the domestic companies, with good quality and inno- 
vative products. The most important thing for Ford is to bring 
back profitability. More sales are great, but profits are a ne- 
cessity. 

How do you perceive the future of Ford? 

I perceive Ford’s future as bright. Ford is helping to change its 
image and its product in positive ways. Ford has broken down 
many of the barriers of a large bureaucracy and has stream- 
lined their decision-making process. Ford, under Mullaly, has 
scheduled weekly meetings with executive staff and manag- 
ers. Ford is a more nimble organization but still has many 
obstacles to face. It will not be easy but Ford has been making 
many of the right decisions and has steadily improved the 
quality of their vehicles. The future of Ford is the same as any 
company: either make exciting new vehicles or face extinction. 
The US market is bound to bounce back soon. The 10 million 
vehicles per year sales rate is much too low for the long term. 
Ford needs to have the vehicles in place to win a larger market 
share when the buyers return. It appears that Ford will have 
the right mix of vehicles once the small cars get launched. The 
future will be dependent on the unknown vehicles in the prod- 
uct pipeline and the ability to meet and exceed customer 
needs. Ford avoided bankruptcy and has the momentum to 
help win back the public trust of the American car industry. 


*Workplace & Industry Education Specialist, 
Institute for Industry Studies, Cornell University, US 


about the company’s ability to sustain 
itself independently. Ford’s US sales 
were down by 42% in the first quarter of 
2009, and its market share slipped 
slightly over the previous quarter. Glo- 
bal sales, which have been a strong 
point for the company in recent years, 
also fell by 20% in the first quarter. The 
fact that year 2009 has begun on a grim 
note has only strengthened the ana- 
lysts’ doubts. 

On the other hand, GM and 
Chrysler, with the help of government 
aid, are reducing their debt levels and 
the cost of their obligations to retired 
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workers, and pruning their sprawling 
dealer networks. Particularly, GM has 
got rid of several ailing brands and 
nearly 2,600 dealers, and has reduced 
its debt to $17 bn. Similarly, Chrysler 
has trimmed down its debt to $11 bn, 
and its new partner Fiat is reported to 
be not having any debt. Analysts expect 
the newly restructured GM and 
Chrysler to generate more cash and re- 
vamp their lineup of vehicles, while fo- 
cusing their marketing budget on their 
best vehicles. In contrast, Ford began 
the year with debts of $36 bn and has 
not been able to cut down either its 


manufacturing capacity or its dealer 
network to the levels that GM and 
Chrysler have done. Ford has moved 
from being the automaker with most 
cash on hand to the one with most debt 
on its books. Moreover, because the 
cash was not generated out of profits, 
but by mortgaging its assets, analysts 
say that the cash is particularly expos- 
ing the company’s vulnerabilities. “Ford 
doesn’t have an indefinite supply of 
cash, especially since it is expected that 
the outflows of cash would continue,” 
says Lemos-Stein, Credit Analyst with 
Standard & Poor’s. 
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Also, General Motors Acceptance 
Corporation (GMAC), which was earlier 
owned by GM, but now belongs to the 
government and Cerberus Capital 
Management, a private-equity firm, 
provides loans to the customers and 
dealers of both GM and Chrysler. This 
was converted into a bank-holding cem- 
pany in December 2008 and into a cor- 
poration in July 2009 so that it ean 
raise equity from the public. Already, 
GMAC has received nearly $15.5 bn 
funding from the government at differ- 
ent dates since December 2008, at an 
average interest as low as 2.2%, to com- 
bat mounting mortgage losses as well 
as falling vehicle sales. In contrast, 
Ford’s wholly-owned finance arm, Ford 
Credit, lacks this advantage and so 
may find it difficult to fund car loans 
and offer discounts to its customers. 
Owing to this disadvantage, recently 
Ford had issued $1.1 bn worth of five- 
year bonds at 8% interest, which seems 
to be pretty costly. It is also unclear 
whether the United Auto Workers 
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Union is willirz to offer Ford the conces- 
sions it has made to GM and Chrysler. 
In addition te the preblems at home, 
Ford is facing severe competition, espe- 
cially from its French and German coun- 
terparts, which are also highly backed 
by their governments. 


Challenges ahead 

Analysts say that Ford’s debt level, if 
not attended to, could soon become a 
millstone around its neck and may even 
lead the company to a position like that 
of GM and Chrysler before their bank- 
ruptcy filings In this backdrop, they 
doubt whether the US’ second largest 
auto companys plan of raising debt to 
stay afloat is right or not. Realizing 
this, Ford is busy converting its debt 
into equity. It has already reduced its 
debt by $10 bn and raised another $6 bn 
from the equity markets. CEO Alan 
Mulally held that they would continue 
to look for opportunities to improve 
their balance sheet and is confident 
that Ford would be back on profitability 


track by 2011. In this direction, the 
company’s long-term plans include re- 
structuring to operate profitably in the 
new and changing market and acceler- 
ating the development of new products 
based on consumer demand. 

Despite certain challenges, some ex- 
perts still believe that Ford is in a bet- 
ter position because of its better lineup 
of vehicles (a few in the pipeline) and 
the showrooms as well. For instance, 
GM and Chrysler plunged by 33.4% and 
42% in June over the last year, while 
Ford’s sales plunged by only 10.7%. The 
company is credited for its anticipation 
of the problem ahead and for its adap- 
tation to the changing demands from 
customers. However, analysts say that 
the US’ lone independent auto company 
should rethink its production and sales 
strategies, lest it may lose out not only 
to the reincarnated GM and Chrysler, 
but also to foreign companies like 
Toyota, Honda and Hyundai.s 

- T Jyotsna 
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Indian banking has come a long way since its nationalization in 1969. 
Nevertheless, to sustain the growth momentum in the long-term, Indian 
banks need to have adaptive business models, be capital-efficient, and 
institutionalize a risk-conscious culture across the organizations. 


Associate Director Financial Services, PncewaterhouseCoopers Ри. Ltd, Mumbai 


he global financial crisis has 

not impacted the Indian banks 

as severely as it has affected 
their western counterparts due to the 
regulatory policies and the ‘conserva- 
tive’ approach (which in hindsight ap- 
pears to be prudent banking) adopted 
by the Indian banks. However, in the 
last severa! months the credit growth 
has slowed down considerably due to 
the economic downturn and segmental 
pressures on NPLs, leading to cau- 
tious lending by the local banks. At 
the peak of the global credit crisis, 
such a situation was also catalyzed by 
liquidity issues till massive dosages 
of intervention by the RBI reined in 
the situation. It was imperative for 
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the Indian banks to counter this phase 
through a well thought out strategy, 
coupled with increased efficiency in 
operations. While there are indica- 
tions of a credit letup in the last two 
quarters, it is still benign, and banks 
are expecting credit demand to pick up 
from the third quarter onwards. 

The last few years have seen the In- 
dian banking sector touch new heights, 
with advances and deposits growing 
more at a CAGR of more than 25% dur- 
ing FY06-09. This growth has allowed 
Indian banks flexibility in asset struc- 
ture, enabled a higher capital base, 
and therefore helped the banks gener- 
ate system-adaptive efficiencies. The 
Public Sector Banks (PSBs), which had 


Sustaining the Growth Momentum 


been laggards in terms of operational 
efficiency, customer service and inno- 
vative products in the 1990s and at the 
beginning of this decade, proved the ad- 
age: even elephants can dance! Waking 
up to the challenges of efficient growth 
following the entry of fiercely competi- 
tive new private sector banks in the 
last few years, the PSBs, which were 
used to ‘lazy banking’, have been forced 
to take cognizance, as the new private 
sector banks captured market share 
with the use of aggressive marketing 
and fast adoption of sophisticated 
technologies and more innovative prod- 
ucts. Today, the marquee names in In- 
dian banks include the likes of SBI, 
Punjab National Bank and Union 
Bank, which have legitimately earned 
their place under the sun by 
reengineering their business pro- 
cesses, clearly articulating their stra- 
tegic objectives using their resources 
and capital more productively, and 
turning their distribution reach 
(branch network) to their advantage 
with liberal doses of technology. 


From improved operational 
efficiency to increased 
profitability 
A closer look at the financials shows 
that the key metrics of operational effi- 
ciency like cost to income ratio and cost 
to average assets ratio have improved 
over the period FY06-09, particularly 
for the PSBs, as indicated in the Table. 
The cost to income, which is a key 
metric for operational efficiency, has re- 
duced from 51.3% in FY06 to 44.3% in 
ҒҮ09 for the PSBs, reflecting a 4.6% dip 
in the CAGR, in comparison to a dip by 
2.7% CAGR (from 56.3% in FY06 to 
51.8% in FY09) for the new private sec- 
tor banks. The cost to average assets 
have shown a remarkable decline in the 
aforesaid period. However, according to 
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Operating Efficiency Ratios 


Cost to Income 







a school of thought, Indian banks may 
face one-time pressure due to wage re- 
negotiations currently under way with 
the employees in government banks 
and old private banks, and also from in- 
creasing pension liabilities. 

Staff efficiency has also improved 
over the last few years, particularly 
for the PSBs, and they are closing the 
gap, continuing from the last decade 
or so, with the new private banks and 
foreign banks, who are ahead in terms 
of staff efficiency. Employee costs in 
the PSBs still form a major part of 
operating expenses at 61% in FY09 
and have been stable in the last three 
years (FY06-09) in the range of 60- 
65%. The new private sector banks 
have employee costs pegged at 40% of 
the operating expenses, which is sig- 
nificantly lower than that of the PSBs. 
The PSBs and old private sector 
banks need to resolve a number of 
legacy issues related to people and 
processes for improving employee pro- 
ductivity and reducing the cost 
through improved efficiencies. 


Role of technology in increasing 
the efficiency 

The core banking drive in India has 
been a key enabler for banks to help 


reduce transaction costs and increase 


the operational efficiency and settle- 
ment accuracy. Most of the Indian 
banks (excluding RRBs and UCBs) are 
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close to implementing 100% Core 
Banking Solution (CBS) at all their 
branches, lending credence to the 
theory that investing in rural and 
semi-urban branches also is part of a 
good business strategy. ‘Anytime, any- 
where’ banking has been made pos- 
sible by CBS, which has made the cus- 
tomer the center of all operations in the 
bank. Banks are now able to manage 
increased business and transaction 
volume with lesser manpower and 
thereby reduce costs at the operational 
level. Standardizing business pro- 
cesses and allowing customers to ac- 
cess their accounts through multiple 
channels have reduced the general de- 
pendency of banks on diverse human 
capabilities, except for specialized and 
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complex products. All this, in turn, has 
helped in the standardization of the 
quality of customer service amidst in- 
creased competitive pressures. 

One of the most visible benefits of 
deploying core banking has been collat- 
ing customer information and using 
this information for offering custom- 
ized services. Core banking has led to 
faster inter-branch settlements, 
implementation of fund settlement 
mechanisms like RTGS, and now mo- 
bile banking. 

Enhanced regulatory requirements 
and heightened compliance have 
prompted fundamental changes in 
most of the core banking operations 
and a more visible impact on risk man- 
agement initiatives. Such steps were 
further reinforced with an “integrated 
view of the customer information,” bet- 
ter asset liability management and 
improved management of customer ex- 
pectations. The efficient use of low-cost 
technology will enable Indian banks to 
not only practice financial inclusion 
more comprehensively, but also allow 
discretionary spends in newer areas, 
like payment systems, e-commerce 
and business analytical tools. Leading 
banks in India are also migrating to 
the best international banking prac- 
tices in areas like risk management, 
capital management, customer ser- 
vices and product portfolios in treasury 
and credit. 

Technology has changed the face of 
banking, and it can help catapult Indian 
banking to newer heights. Banks can 
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now seek to offer a gamut of value- 
added services, ranging from wealth 
management, e-payments, insurance 
solutions, which have helped tweak the 
business models, fetching more fee- 
based income and thus resulting in less 
requirement of capital. Indian banks 
still have a long way to go in terms of 
leveraging technology optimally. Our in- 
teractions with the large banks, par- 
ticularly the PSBs, reveal that only 50- 
60% of core banking has been utilized, 
mainly benefitting from a transactional 
point of view. However, banks are yet to 
leverage comprehensively on the single 
integrated view of customer informa- 
tion that is available within the core 
banking systems. 

However, across the banking sector, 
there are wide variations in looking at 
fee-based income vis-á-vis total income, 
as indicated below. Even on some other 
standard parameters, among the 
banks, there are variations inter se on 
various indicators, giving credence to 
the belief that there are pockets where 
further enhancement of operating effi- 
ciencies can be brought in. Three such 
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| 51.65 


indicators have been highlighted below. 

The Indian PSBs represent a huge 
repository of customer data and it 
needs to gear up to the challenge of us- 
ing that data efficiently, not only to im- 
prove customer management, but also 
to boost its fee income. Fee income does 
not require capital allocation, and 
hence banks can use capital more effi- 
ciently and yet become more successful 
in the future. 

Also, significantly, in the next few 
years, there will be a huge resource 
crunch, particularly for the PSBs. This 
is because of the natural attrition that 
is taking place due to retirements. The 
PSBs need to proactively tap the mar- 
ket for replenishing staff and offset the 
impending staff crunch. On the flip 
side, the demand for good quality re- 
sources continues to be high, and it 
would inevitably hike the wage bills of 
banks as a consequence of the ‘war for 
talent’. While the new campus recruits 
will have significant technology-savvy, 
they will lack experience and func- 
tional expertise across various areas of 
banking. From a more positive stand- 
point, it will build a younger staff pro- 
file—more proactive and more success- 
oriented. 
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Asset quality can be a drag 

Asset quality is a key driver for any 
bank to sustain the growth momentum. 
The PSBs have been doing well in con- 
taining the Gross NPAs to around Rs 
41,200 cr in FY07 and Rs 40,400 cr in 
FY08; however, in FY2009, it has 
sharply increased to Rs 45,000 cr. One 
of the discernible reasons has been the 
ongoing economic downturn, with sec- 
tors like real estate and export-oriented 
textiles being the most affected. Also, 
higher growth in retail business areas 
over the last 3-4 years, as part of the 
new-found aggression, has led to the 
possibility of higher NPAs in this sector 
due to recessionary conditions. The new 
private sector banks too have shown 
stress in their portfolios, with NPAs in 
this group rising from Rs 6,000 cr in 
FY07 to Rs 14,000 cr in FY09, with 
ICICI leading the pack with Rs 9,880 cr 
in FY09, up from Rs 2,200 cr in ҒҮ07. 
As witnessed in the carnage of global 
banks, impaired asset quality can rav- 
age the balance sheet and wipe out all 
capital surpluses. 

The NPA levels in Indian banks 
are slated to rise in the next 2-3 years 
as the Indian economy recovers from 
the current downturn. A report by 
CARE predicts that net NPAs will 
reach a level of 2-3% of net advances 
by the end of FY11. The rise in net 
NPAs will be accentuated by the fact 
that banks, particularly the PSBs, 
are ‘postponing’ their NPAs in the 
name of restructuring. While banks 
insist that the restructuring of loans 
is mainly to give more time tc 
corporates to pay back their loans 
there is a justified concern that quite 
a number of them can still turn intc 
NPAs and that can be as high as 25- 
30% of the restructured loans. In 
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FY09, around 30 top banks (public 
and private) have restructured Rs 
56,000 cr of loans, and another Rs 
32,530 cr was restructured in Q1 
FY10 by the top 12 banks. These fig- 
ures are more taan the total amount 
of identified NFAs in the system! 
The recent stress test by the RBI 
on Indian banks in key sectors, whose 
prospects have been dampened, 
showed that except for two banks con- 
tributing to around 3% of the total as- 
sets, the banking system sheuld be 
able to withstand up to 300 to 400% 
simultaneous rise in NPAs in these 
sectors. While this indicates that In- 
dian banks have the capacity to with- 
stand credit shocks, the deterioration 
in asset quality can severely affect 
the banks in different ways. As NPAs 
turn higher, banks will be cautious in 
lending, in turn hampering growth. In 
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the peried April-July 09, credit 
growth of around 14.9% y-o-y, as 
against above 16-25% in previous 
years, demonstrates the dual effect of 
economic downturn and cautious 
lending. Provision for NPAs will also 
impact the level of capital required to 
maintain government’s declared 
CAR requirement of 12% across the 
banking sector. The growth m NPAs 
will lead to inefficiencies іп the use of 
capital. A caleulation of internal gen- 
eration of capital by commercial 
banks indicates that the public sec- 
tor banks would need to perhaps an- 
ticipate capital requirements more 
effectively and move towards a post- 
Basel II scenario of a capital-deter- 
mined growth model and inherent 
risk appetite. 


rest. 


Consolidation can lead to increased 
efficiencies and scalability 
Consolidation among banks may lead 
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Innovation is required in every sphere of banking 
in the current scenario to differentiate from the 


to synergistic gains and enable the 
merged banks to leverage and grow 
faster. In an era when payments and 
settlements (transaction banking) have 
become part of the banks' core business 
and spawned new business models, 
consolidation would bring in further 
economies of scale and reduce interme- 
diation costs. In the future, competition 
for loans, deposits and other products 
will be in terms of service quality, pric- 
ing ability, distribution reach and prod- 
uct differentiation. Increased competi- 
tion will create finer market segments 
through product specialization and dif- 
ferentiation, and competition will be 
limited in these segments. Large banks 
could well have an incentive to acquire 
the assets of the poorly performing 
banks, since they have a greater possi- 
bility to generate value (after realizing 
residual market values) from these as- 
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sets perhaps by combining their loan 
resolution experiences and some of 
their winning business strategies. All 
this tacitly assumes that enabling 
regulatory changes are brought in by the 
RBI and other stakeholders. 


Key profitability levers for Indian 
banks 

Product differentiation: Indian 
banks need to leverage technology and 
develop customer segment-specific 
products to develop a sustainable profit 
model. Banks in India need to capture 
the imagination of the unbanked Indi- 
ans through customized product offer- 
ings and use of technology as a tool to 
reach the poor and mostly unbanked. 
These can serve the dual purpose of fi- 
nancial inclusion and revenue growth. 
Customer management: There is a 
need to leverage Customer Relation- 
ship Management (CRM) tools to un- 
derstand customer needs and cross-sell 


products across the customer life cycle 
and also use such tools to help reduce 
customer churn. Indian banks need to! 
continuously improve the customer ex- 
perience through better service quality, 
improving the transparency and en- 
hancing their product portfolio. 
Differentiated pricing strategy: 
There is a need to develop models to 
price their products effectively and help 
usher in differentiated pricing to reflect 
customer profiles (riskiness). 
Strategic cost reduction: Indian 
banks have currently been achieving 
tactical cost reduction through leverag- 
ing technology and business process re- 
engineering. However, they now need to 
focus more on strategic cost reduction, 
lower their fixed cost bases, and mon- 
etize core capabilities to create market 
differentiation. Non-core capabilities 
need to be outsourced and can also be 
managed by alliances/partnerships. 
Rationalization of products is needed to 
simplify sales, back-office and IT pro- 
cesses, and the branches need to be re- 
aligned to have a better mix of multi- 
channel offerings and services. Simpli- 
fication of processes, with more shared 
services, outsourcing and offshoring 
implementation of support services, 
can give the banks the advantage of 
scale efficiencies, which they may not 
achieve on their own. 

Innovation is the key: Innovation is 
required in every sphere of banking in 
the current scenario to differentiate 
from the rest—whether it is products, 
processes, integrating and leveraging 
technology, or using human and capital 
resources optimally. 


Sustaining growth 

Indian banking has come a long way in 
terms of better reach and distribution, 
advanced technology, improved opera- 
tional efficiency, and taking measures 
to continuously improve customer ser- 
vice. However, to sustain growth in the 
long term, banks need to have adaptive 
business models, be capital-efficient 
and institutionalize a risk-conscious 
culture across the organizations.» 
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While the Indian banks are willing to do their part to curb the illegal 
practice of money laundering, they face various challenges in their 
attempts to comply with the requirements of the laws and provisions in 


, this regard. 


- Hemant K Batra 


Lead Partner Kaden Boriss Legal LLP Lawyers; Vice-President. SAARCLAW 
Chairperson, ИСГАМ, Singapore; Advisory Board Member OIC, US 





t is a universally accepted truth 

that the practice of money launder- 

ing has a corrosive effect on a 
country’s economy. It not only distorts 
business decisions, but also increases 
the risk of bank failures, thereby taking 
the control of economic policy away from 
the government. In a nutshell, it does 
everything to harm a country’s overall 
economic reputation. It is much like a 
parallel underground economy, unde- 
tected and unaccountable. Like the 
banks abroad, the Indian banks are 
also faced with the very critical issue of 
curbing the illegal practice of money 
laundering. 
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As a natural consequence of global- 
ization and India’s obvious growth in 
cross-border business, our banks and 
other financial institutions are being 
exposed to the threat of money launder- 
ing now more than ever before. Many 
steps have been taken in India to sup- 
port the global anti-money laundering 
efforts. The Prevention of Money Laun- 
dering Act, 2002 was enacted by the In- 
dian parliament and detailed rules 
were framed thereunder. Under the pro- 
visions of the said Act, the Financial In- 
telligence Unit — India (FIU-IND) was 
set up as an apex body for coordinating 
India’s anti-money laundering efforts. 


This Act also obligates banks, financial 
institutions and other intermediaries 
to maintain a record of all transactions 
along with their nature and value. They 
are also under an obligation to verify 
and maintain records on the identity of 
all its clients in a manner as prescribed. 

The Know Your Customer (KYC) 
norms/anti-money laundering stan- 
dards/combating the financing of terror- 
ism/obligations of banks under the Pre- 
vention of Money Laundering Act, 2002 
set out by the RBI to curb anti-money 
laundering practices and combat finan- 
cial terrorism are also to be followed by 
banks and financial institutions. 
Banks are at liberty to formulate their 
own internal guidelines based on the 
aforementioned specifications. The 
main objective of these guidelines is to 
prevent the banks from being used, in- 
tentionally or unintentionally, by crimi- 
nal elements for money laundering or 
terrorist financing activities. Banks, fi- 
nancial institutions and financial inter- 
mediaries have to submit cash transac- 
tion reports and suspicious transaction 
reports to the FIU-IND. Banks and fi- 
nancial institutions are the core targets 
or focus of most anti-money laundering 
practices and combating of financial 
terrorism laws due to their vulnerabil- 
ity, and their adherence to these laws is 
crucial to the efforts to combat money 
laundering and counter financing of ter- 
rorism. But financial institutions are 
often confronted with various chal- 
lenges in their attempts to comply with 
the requirements of these laws. 


Customer identification 

The Customer Acceptance Policy devel- 
oped by each bank must be strict and 
should clearly define the explicit criteria 
for acceptance of customers. Banks are 
required to know their customers well, 
for which they should conduct a thorough 
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due diligence on any prospective relation- 
ship based on the economic/social stand- 
ing of a customer. For example, a politi- 
cally exposed person may require a 
higher level of monitoring, as compared 
to other individuals or entities. The KYC 
procedures laid down by the RBI enable 
the banks to know/understand their cus- 
tomers and their financial dealings bet- 
ter, which in turn helps them manage 
their risks prudently. 

The main problem faced by the 
banks during customer identification is 
that whatever information the cus- 
tomer provides to the bank is the start- 
ing point or basis for establishing and 
investigating his/her identity. Identifi- 
cation of a customer by the bank is the 
first and foremost step towards control- 
ling money laundering and preventing 
financing of terrorism. Thus, the whole 
process is to a large extent determined 
by the honesty and sincerity of the infor- 
mation disclosed by the customer. The 
banks then face a series of challenges 
vis-à-vis verifying and reverifying the 
information supplied by the customer. 
The banks are also faced with the con- 
straints of time and resources. One 
question which often comes to the mind 
of the bank authorities is that how often 
they should reverify customer informa- 
tion. Customers more often than not are 
bound to change jobs and change loca- 
tion without informing their banks. 

Another factor which complicates 
the verification process is that a cus- 
tomer can transfer money electronically 
or through third parties from different 
branches across the country. He can 
also resort tc the use of ATM machines 
in order to access the fund without 
physically appearing at the bank. Con- 
sequently. he succeeds in hiding his 
identity from the bank. The banks 
should take all possible steps not to 
open an account or close an existing ac- 
count where the bank is unable to apply 
appropriate customer due diligence 
measures. The decision by a bank to 
close an account should be taken at a 
reasonably high level after giving due 
notice to the customer, explaining the 
reasons for such a decision. 

The banks must ensure that the 
identity of a proposed customer does 
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not match with any person with known 
criminal background or with banned 
entities such as terrorist organizations. 
The bank must maintain a database 
relating to a customer's identity, his so- 
cial/financial status, nature of business 
activity, etc., because the extent of due 
diligence will depend on the risk per- 
ceived by the bank. Customers who may 
require a higher degree of due diligence 
include non-resident customers, high 
net worth individuals, trusts, charities, 
companies having close family 
shareholding, firms with sleeping part- 
ners, politically exposed persons of for- 
eign origin, etc. Banks also need to be 
vigilant against business entities being 
used by individuals as a ‘front’ for main- 
taining accounts with that bank. Bank's 
internal audit and compliance func- 
tions have an important role in evaluat- 
ing and ensuring adherence to the KYC 
policies and procedures. 


Verification of money source and 
covenants cf secrecy 

It is pertinent to note that it is difficult 
to verify the source of the funds coming 
into the banks through its customers in 
case they are coming from an illegal 
source, because then the people in- 
volved will put in their best efforts to 
hide the real source. So, actually verify- 
ing the source of funds is a tedious task 
involving a lot of effort from the bank's 
side. The banks can try putting in their 
best efforts tc make sure that their find- 
ings are correct and that no ill-gotten 
money is flowing into their banking 
channels. For example, India has two 
different sets of laws for normal Inter- 
national Banking Transactions (IBT) 
and International Money Transfer 
(IMT) transactions. In the case of IBT, 
one is not under any legal restriction per 
se to ascertain the credentials and per- 
sonal details of the foreign remitter. 
But in the case of IMT, the money trans- 
fer institutions are under a strict legal 
obligation to maintain records of the 
foreign remitter/transferor, which may 
be a big challenge because the origin or 
country from where the funds are being 
remitted may not have any local legal 
requirement of divulging credential and 
personal details; it could even have a 


law of secrecy/privacy, which bars the 
remitter bank from sharing the 
remitter's personal details with any 
third party. This is turning out to be à 
big challenge. Hence, law and covenants 
of secrecy are turning out to be a big 
challenge in the international arena of 
banking. 


Detecting, tracking and reporting 
suspicious transactions 

The guidelines laid down by the RBI 
and other anti-money laundering/com- 
bating the financing of terrorism laws 
require banks to report suspicious 
transactions to the prescribed author- 
ity. But all this depends on the early 
detection of such transactions. Hence, 
the development in banking technology 
and online/real time services and other 
improvements in the banking sector 
pose a major challenge to the bank's 
ability for earlier detection of such 
transactions. When people indulge in 
such transactions or frauds, it is done 
so fast and so smoothly that by the 
time the banks detect any unusual ac- 
tivity, the money has already reached 
its lawful destination without leaving 
any dirty tracks. Sometimes, suck 
fraudsters open a bank account under г 
false name and after one or two othe! 
transactions from different branches о: 
the bank, use the ill-gotten money, us: 
ing another branch. They make a few 
withdrawals through electronic chan: 
nels, and withdraw the balance 
through cheques, drawn from different 
branches, almost within short inter 
vals of time. By the time this trail 1: 
detected and the source of money 1: 
found, the deed has already been don: 
and the fraudsters disappear withou 
leaving any trail. 

This is just a tip of the iceberg com 
pared to many such occurrences i1 
banks. With so many branches ѕргеа‹ 
across many geographical locations 
with so many employees from differen 
backgrounds, moral values and mora 
weaknesses, it is challenging for bank: 
to detect early and report suspiciou: 
transactions. Thus, all these factor: 
make the detecting, tracking and re 
porting of suspicious transactions : 
very tricky affair. 
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Keeping the balance sheets clean 
for profit 

An atmosphere of pressure, competition 
and target setting exists in most of the 
banks. Under intense pressure, a trans- 
action that should have ideally aroused 
suspicion might easily pass unnoticed 
and undetected. For example, if an indi- 
vidual comes to buy or sell $1,000, 
brings the necessary documentation, 
then the money exchanger does not 
know the source of that money or what it 
would be used for. Such a money ex- 
changer does not have the facilities and 
even the time to investigate the eus- 
tomer standing across the counter, or 
the money he wants to buy or change. 
Meanwhile, the same individual can 
visit 10 different money exchangers in 
order to buy or sell, say, around $10,000, 
with different or same documentation. 
The point is that an individual does not 
need to tramsact a business of $5,000 or 
$10,000 with a single money exchanger. 
He can break it into small units and 
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spread it across many money exchang- 
ers. Thus, when such money reaches the 
banks, it gets a little difficult to trace its 
source. Hence, the industry cannot sus- 
pect or detect what is going on. Again, 
this is a challenge that is due to the na- 
ture of the business, and which are not 
given attention to by the existing anti- 
money laundering/combating the fi- 
nancing of terrorism laws. 





Customer education and bank 
Staff training 

Implementation of KYC procedures re- 
quires banks to demand certain informa- 
tion from customers, which may be of 
personal nature or which has never been 
called for. That is why there is a need for 
the banks to prepare specific literature 
so as to educate the customer cf the ob- 
jectives of the KYC program. The front 
desk staff needs to be specially trained to 
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There is a difference between a bank unwilling to 
comply with the existing anti-money laundering 
laws and a bank finding it not easy to comply with 
such laws, though willing. 


handle such situations while dealing 
with customers. Banks and other finan- 
cial institutions have no excuse for not 
training their staff in the measures 
aimed at tackling money laundering and 
financing of terrorism. They must have 
an ongoing employees training program 
so that the staff members are ad- 
equately trained in the KYC procedures. 
Training requirements should have dif- 
ferent focuses for frontline staff, compli- 
ance staff and the staff dealing with new 
customers. It is crucial that all those con- 
cerned fully understand the rationale be- 
hind such policies and help in imple- 
menting them consistently. 

While such a traiming program re- 
quires adequate resources, consider- 
ation should also be given to the fre- 
quency and the quality and content of 
such training vis-a-vis real world ex- 
amples, given the increasing sophisti- 
cation of money laundering activities. 
The attitude of the staff to the training 
is also another very important factor in 


this exercise. It is one thing to attend a 
training program, and another thing to 
ensure that the lessons are understood. 
Thus, banks and other financial institu- 
tions are confronted with the challenge 
of ensuring that their staff members 
are not only trained, but also receive, 
assimilate and internalize the lessons. 
There is also the challenge of practicing 
what was learned in real working situa- 
tions vis-a-vis the pressure to perform 
and deliver. A very effective way of сге- 
ating awareness amengst the staff in 
the banking sector regarding the vulner- 
ability of the industry to money laun- 
dering and the importance of training to 
tackle this menace is to organize semi- 
nars and workshops for them on money 
laundering and other related critical is- 
sues. The organizations should also en- 
courage their members to attend work- 
shops on how to deal with issues related 
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to money laundering wherever they are 
held so that they can have a better 
awareness in this regard. 

However, given the rise in the num- 
ber of banking staff, following the ex- 
tension of banking activities and 
branches, it is very crucial for the 
banks and financial institutions to try 
and strike a balance between the time 
and resources needed for organizing 
frequent training sessions, workshops, 
seminars, etc. 


Striking the right balance 
In the process of following KYC guide- 
lines, transaction tracking, constant 
vigilance, questioning, etc., there is the 
potential probability of infuriating a 
prestigious customer and perhaps los- 
ing him out to another bank, which 
might be more flexible or, in other 
words, sensitive towards its customers; 
hence, it is very vital that banks do not 
portray or get into moral policing. The 
bank’s customer relationship team 
needs to be well-trained in relationship 
management so that they do not hurt 
the sentiments and self-esteem of their 
customers, while at the same time en- 
suring that they do not compromise on 
the nation’s and bank’s interests either. 
To sum up, it may be said that bank- 
ing and financial services organizations 
today must learn to cope with unique 
and unprecedented challenges. That is 
why there is a need for continuous dis- 
cussions, sharing of information, sensi- 
tization, training and retraining, col- 
laboration, capacity enhancement and 
a periodic review of laws to meet the 
challenges faced by banks while trying 
to tackle the critical issues of money 
laundering. There is a difference be- 
tween a bank unwilling to comply with 
the existing anti-money laundering 
laws and a bank finding it not easy tc 
comply with such laws, though willing 
due to the prevalence of so many mal. 
practices in the market and society 
Thus, initiation is required for investi- 
gating and identifying the challenges 
confronted by various banks and finan: 
cial institutions in order to ensure all 
round compliance with the anti-money 
laundering measures.s 
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Besides helping to complete many banking activities with high 
efficiency, Information Technology also has the potential to take banking 


to the poor. 


- С Марата! Reddy 


Managing Director and СЕО Tamilnad Mercantile Bank Ltd. 


anking system is the backbone 

of the economy and Information 

Technology (IT), in turn, has be- 
come the backbone of banking activi- 
ties. Technology which was playing a 
supportive role in banking has come to 
the forefront with the ever-increasing 
challenges and requirements. Technol- 
ogy, which was a business enabler, has 
now become a business driver. In the 
present competitive scenario, time is of 
essence, and in this era of rapid techno- 
logical obsolescence, “An opportunity 
lost today is an opportunity lost for- 
ever.” The banks cannot think of intro- 
rducing a financial product without IT 
support. Be it customer service, trans- 
actions, remittances, audit, marketing, 
pricing or any other activity in the 
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banks, IT plays an important role in 
helping to complete the activity with 
high efficiency. IT has also the potential 
to innovate and meet the future require- 
ments. 

There was an apprehension that 
technology would make the customers 
desert bank branches and the banks to 
lose personal touch. But the IT develop- 
ments have only brought the customers 
closer to the banks, enabling banks to 
offer multiple products/services under a 
single window concept and provide op- 
tions to select the best. 

IT came into picture in the banking 
industry as early as in the 1980s 
through the Rangarajan Committee 
recommendations and the banks which 
have given utmost importance to tech- 





nology for the last 25 years have occu- 
pied the top slot in performance. The 
RBI has been constantly asking the 
banks, since the 1980s, to introduce 
computerization at branch level and to 
improve the quality of customer service 
through technology. Needless to men- 
tion, the directive of the Central Vigi- 
lance Commission to achieve 100% 
computerization before December 2004 
had also hastened up the computeriza- 
tion drive in Indian banks. 


Adoption of CBS 

Adoption of Core Banking Solution 
(CBS) by banks has made operations 
in the account possible from wherever 
the customer wants, as against the 
previous compulsion of having to go to 
the branch where the account was 
opened. Unlike in the past, when it was 
necessary to deal through a given 
branch, the customer can now operate 
through all the CBS branches of a 
bank. One of the main advantages of 
implementing a centralized core bank- 
ing system is that it facilitates segre- 
gation of front office and back office ac- 
tivities at branches. A large number of 
non customer facing activities can be 
moved away from branches, thereby 
relieving branches of this work and en- 
abling them to concentrate more on 
customer service and business devel- 
opment. 


ATM networks 

Following the adoption of IT and CBS, 
banks have been able to offer a number 
of new services and products. ATM is 
one of the first and foremost delivery 
channels. With the introduction of 
ATMs, the customers can withdraw 
money from their account even during 
non-banking hours and also at any 
time, 1.е., on a 24x7x365 basis. Іп India, 
Institute for Development and Re- 
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search in Banking Technology (IDRBT) 
has been formed by the RBI to maintain 
National Financial Switch (NFS). 
Through this financial switch, the cus- 
tomers of different banks can access dif- 
ferent banks’ ATMs. With this, the cus- 
tomer can do transactions ‘anytime, 
anywhere’. 

These eash machines, introduced in 
the late 1980s. have over the years 
transformed from being mere cash dis- 
pensers to centers for accepting deposit 
of cheques/cash (through drop box facili- 
ties ) as well as collection of payments 
for various utilities such as credit cards 
and telephone services. 


Electronic payment products 

As is well-known, the financia! sector 
has witnessed а quantum jump in the 
availability of technological solutions 
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for delivery of financial services and 
the RBI too has launched several pay- 
ment system products for improving 
the efficiency cf the payment system. 
Towards this end, the RBI introduced 
the Electronic Clearing Service (ECS) 
and the Electronic Funds Transfer 
(EFT) system in 1995, the Real Time 
Gross Settlement (RTGS) system in 
March 2004, the National Electronic 
Funds Transfer (NEFT) system in No- 
vember 2005 and Check Truncation 
System (CTS) in February 2008. To 
popularize e-payments in the country, 
the RBI on its part has waived the ser- 
vice charges to be levied on the member 
banks in respect of RTGS and NEFT 
transactions. The RBI also provides 
free of charge intra-day liquidity to the 
banks for RTGS transactions. The ser- 
vice charges to be levied by banks from 
their customers for RTGS and NEFT 
have however been deregulated and 
left to the discretion of the individual 
bank. 








fields in India. 
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One of the most significant developments in the 
past five years has been the rapid expansion of 
mobile technology and its widespread use in all 


Internet banking 

Internet banking is the latest in this 
series of technological wonders in the 
recent past. It is easier for anyone who 
has Internet access and is familiar 
with Internet usage to transact bank- 
ing business from his/her house. Banks 
view Internet banking as a powerful 
value-added tool to attract and retain 
new customers and also to eliminate 
costly paper handling and teller inter- 
actions in an increasingly competitive 
banking environment. It is possible for 
a customer to do banking transactions 
through the bank’s website on the 
Internet. This is also called ‘virtual 
banking’ or ‘Net banking’ or ‘anywhere 
banking’. It is more or less like bringing 
the bank to your computer at the place 
and time of your choice. Customers 
need not come to the bank for transac- 
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tions. This facility enables the custom- 

ers to: 

e Send payment to their clients 
within their bank as well as to other 
banks through RTGS, NEFT facili- 
ties; 

e Make online balance enquiry about 
their accounts; 

e Download account statements; 

e Mark stop payment on a check; 

e Make requests for sending check 
book and opening/renewal of depos- 
its; and 

e Make various bill payments like 
utility, imsurance premium, credit 
card payments, donations, etc. 





Mobile banking 

One of the most significant develop- 
ments in the past frve years has been 
the rapid expansion of mobile technol- 
ogy and its widespread use in all fields 
in India. This has provided an opportu- 
nity for the technology-savvy banks to 
reach out to their customers using yet 


another direct banking channel. Going 
beyond offering services like account 
balances, enquiry of transactions, bill 
payments, etc., banks are now executing 
the customers’ instructions received 
through mobile phones like purchase of 
shares, booking airline/train tickets, se- 
curing payments, etc. Banks can also 
use the mobile phones for increasing the 
efficiency of the staff, create a platform 
for better customer services, and con- 
siderably deepen their relationship 
with their customers. 


SMS banking 

SMS banking is another concept used 
by the banks to attract customers as 
well as to access their accounts during 
their travel from one place to another 
place or to another country. Through 
SMS banking, the customers can utilize 
‘pull alert’ as well as ‘push alert’ ser- 
vices. 

Pull alert service means the cus- 
tomers can get access from their ac- 
counts like balance inquiry, check book 
request, etc. by entering their ‘user id’ as 
well as their PIN. Push alert service 
means the customers will be intimated 
by the bank about the debits and cred- 
its of their account, bouncing of checks, 
realization of bills, etc. 


Branch on wheels 

Now, the Indian banks are moving to 
provide services to the customers at 
their doorsteps. By using the GPRS and 
CDMA technology, the banks are able 
to access the servers at their data cen- 
ter. With this facility, the bankers can 
collect deposits from their customers, 
issue demand drafts, issue term de- 
posit receipts, issue check books, etc. at 
their door steps. Also, the bankers can 
reach many villages where bank service 
is not available. 


CTS 

Check Truncation System (CTS) means 
that the physical check is scanned at 
the bank of first deposit, i.e., presenting 
bank, and thereafter the electronic im- 
age of the check, rather than the paper 
check itself, is sent to the Clearing 
House for sorting and then routing on- 
wards to the Drawee/Payee bank. This 
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City Union Bank 
Fusion of 
Tradition and Technology 








City Union Bank offers a fiesta of High-Notes 

services which gives ultimate A Debit Card (VISA) Facility - Cash withdrawal from 
33,000 ATMs all over India without any service charge. 

comfort to the customers. 


A Payment of Utility bills like Telephone, Mobile Phone, 
LIC Premium through Internet Banking. 


À Book your Railway Tickets, Air Tickets, Cinema Tickets 
through Internet Banking. 


À Know your Account Status through Mobile Banking. 


д5 City UNION BANK LTD 
SELES ЧИР ЧЕТ ФУ RT RL TT SST OCA SCLIN ОИ RS INLET 


Registered Office : Kumbakonam 612 001, Tamil Nadu 
Tel : 0435-24302322 Fax :0435-2431746 Email : rpm@cityunionbank.com 
E Website : http://www.cityunionbank.com SMS : "CUBDEPOSIT" to 9900654321 
TRUST AND EXCELLENCE 


SINCE 1904 All our Branches are completely Networked 


Any Branch Banking e Internet Banking = ATMs e Electronic Money Transfers « SMS Banking 





“City Union Bank Limited proposes, subject to receipt of requisite approvals,“Market conditions and other considerations. to issue equity shares on а“піоћіѕ basis“to its existing equity shareholders and 
has filed a draft letter of offer“(“DLOF”) with the Securities and Exchange Board of India (“SEBI”). The DLOF"is available on the website of the SEBI at www.sebi.gov.in as well as on the"websites of the lead manager 
at www.edelcap.com. Investors should note“that an"investment in equity shares involves a high degree of risk and for details"relating^to the same, please refer to the section titled ‘Risk Factors’ of the DLOF" 


By Invitation 
system will replace the physical checks 
with electronic images throughout the 
clearing cyc:e. 


Debit cards 


Debit cards weuld be useful to make 
payments for purchases from Member 
Establishments which have arrange- 
ments with the card issuing agency/ 


bank. 


Debit-cum-ATM card 


This is most common these days. The 
same debit card can be used to draw 
cash from ATM and also to make pay- 
ments for the purchases made. This is a 
two-in-one card. 


Credit cards 

The credit сага enables the client to ob- 
tain goeds and services from various 
shops having arrangements with the 
card issuing banks/agencies. A limit 
would be fixed based on the net worth of 
the client. 
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IT and financial inclusion 

The term ‘financial inclusion’ needs to 
be understood in a broader perspective 
to mean the provision of full range of af- 
fordable financial services, viz., access 
to payments and remittance facilities, 
savings, loans and insurance services 
by the formal financial system to those 
who tend to be excluded from these ser- 
vices. Today, despite the tremendous 
network of banks spread across all 
nooks and corners of the country, nearly 
45% of our population continues to be 
denied access to basic banking facili- 
ties. In developed countries, more than 
9096 of the population is using banking 
and other services. The RBI too has 
taken a number of measures with the 
objective of attracting the financially 
excluded population into the formalized 
financial system. With a view to achiev- 
ing greater financial inclusion, banks 
were advised in November 2005 to 
make available a basic ‘no frills’ ac- 
count either with ‘nil’ or very low mini- 


mum balance as well as charges that 
would make such accounts accessible to 
vast sections of population. | 

There are three broad types of tech- 
nologies that have been identified to 
drive the growth of financial services. 
These are: (a) Pro-poor new information 
and communication technology, prima- 
rily low-cost cell phones; (b) ATMs and 
other Point of Sale (POS) devices; and 
(c) Smart plastic cards. Banks in India 
have initiated pilot projects utilizing 
smart cards and mobile technology to 
increase their outreach. Biometric 
methods for uniquely identifying cus- 
tomers are also being increasingly 
adopted and rural biometric ATMs 
have been introduced by banks and 
found to be popular among rural 
masses. Appropriate technology com- 
bined with an effective use of banking 
correspondents has the potential to cre- 
ate a banking outpost/ATM in every 
village. 
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SOMETIMES IT PAYS 
TO GO TO THE OTHER SIDE. 


BECAUSE SOMETIMES 
THE GRASS IS INDEED GREENER 


ON THE OTHER SIDE. 
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UK’s Vehicle Scrappage Scheme 


Ring out the Old, Ring in the New 





The launching of vehicle scrappage scheme in the UK has achieved its 
intended purpose: giving a short-term boost to demand and restoring 
confidence in the automotive sector. Now it is left to the industry players 
to keep the momentum going. 





he British car industry can 

breathe easy. Car registrations 

in Britain for September this 
year have shown a morale-boosting 
11.3% rise in what is seen as a clear 
sign of recovery. According to а report 
from the Society of Motor Manufactur- 
ers and Traders (SMMT), a trade body, 
the total number of new cars registered 
in tember steod at 367,929, which is 
an 11.3% increase over the previous 
year. Interestimgly, this is the third 
month in a row in which car registra- 
tions have been higher than in 2008. 


Cash for clunkers 

The driving foree behind the British car 
industry’s emergence from its year-long 
slump is an innocuous scheme called 
‘scrappage scheme’, announced by the 
Chancellor in the Budget presented on 
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April 22, 2009, following pressure from 
the automotive industry which was 
reeling under the severe effects of do- 
mestic as well as global recession. 
Dubbed the ‘eash for clunkers’ program, 
the scrappage scheme is a voluntary 
discount scheme under which motorists 
will get £2,000 to buy a new motor ve- 
hicle if they opt to scrap their old ve- 
hicle. 

To prevent any misuse of the 
scheme, only vehicles that have been 
registered on or before August 31, 1999, 
i.e., 10 years old, are eligible for the 
£2 000 bonus offered towards the cost of 
a new vehicle, and the old vehicles prof- 
fered for scrapping should come com- 
plete with valid tax, insurance, and 
MOT documents. The driver applying to 
scrap the car must also have been its 
owner for at least a year. The car deal- 


ers should take care of the scrappage 
process as well as the paperwork. Each 
time a vehicle is scrapped, the govern- 
ment gives £1,000 towards the pur- 
chase of a new vehicle. The remaining 
£1,000 comes from the vehicle manufac- 
turers, who have the option of deciding 
whether they want to take part in the 
scheme or not. 

Though the primary aim of the 
scheme is to boost the demand for new 
vehicles and thus provide immediate 
support to the beleaguered car industry, 
the scheme will also indirectly help in 
keeping the older vehicles off the roads 
and in encouraging the customers to in- 
vest in newer, safer, and more environ- 
ment-friendly models. 

The announcement of the scheme 
was predictably welcomed by the Brit- 
ish automotive industry struggling in 
the wake of falling sales. Paul Will- 
iams, Chairman of the Retail Motor In: 
dustry Federation, said, “The introduc: 
tion of a vehicle scrappage scheme wil. 
boost the new car market, encourage 
consumers to get back into car show: 
rooms, and reduce the likelihood of em: 
ployee downsizing in this sector." 


Extended drive 
The British scheme, which has taken : 
leaf or two out of similar schemes intro 
duced earlier by France and Germany 
is however much smaller thar 
Germany's. While Germany invested €: 
bn (£4.49 bn) in its scheme, boostinj 
vehicle sales by 40%, the British ver 
sion saw just an initial investment o 
£600 mn (£300 mn from the govern 
ment) and was expected to run out o 
money much before February 2010, th: 
designated expiry time for the scheme. 
However, the instant success of th 
scheme—reflected in the rise in th 
number of registrations for new car 
since the introduction of the scheme п 


| Chartered Financial Analys! 


UK’s Vehicle Scrappage Scheme 





May 2009 and also in the positive im- 
pact of the scheme within and beyond 
te automotive sector, with demand for 

ew vehicles setting off a cascade of 
benefits for industries such as steel, 
plastic and individual components— 
has made the British government wake 
up to the potential of the scheme to ini- 
tiate a turnaround in the automotive 
industry, one of the mainstays of the 
British manufacturing sector. 

And on September 28, 2009, the UK 
government announced a £100 mn ad- 
dition to the vehicle scrappage scheme 
to build on the success of the scheme. 
Breaking the news at the Labour 
Party’s annual conference in Brighton, 
Peter Mandelson, Business Secretary, 
said, “Our car scrappage scheme has 
been so successful the money is running 
out. Today I am extending our popular 
car scrappage scheme with extra money 
for an additional 100,000 cars and 
vans.” However, striking a note of cau- 
tion, Mandelson, who has been credited 
with getting the cabinet’s nod for the 
scheme, added: “But we must make 
gure that the help we do offer is tar- 
geted, limited and proportionate. This 
is not a blank check to the auto manu- 
facturers but recognition that there is 
still a short-term challenge to boost 
demand and confidence in the sector.” 

Besides the additional fund, the 
government has also decided to extend 
the benefits of the scheme to vehicles 
that are eight years old and also to cars 
registered on or before February 29, 
2000 (V registration). However, the gov- 
ernment has said that the scheme will 
still come to an end on February 28, 
2010 or when the funding runs out, 
whichever is sooner. 

While 238,671 scrappage orders out 
of the intended 300,000 have been 
placed through the scheme till Septem- 
ber 27, 2009, the addition of another 
£100 mn will help in funding 100,000 
more vehicles, taking the total budget 
to £400 mn and the number of vehicles 
covered to 400,000. 


From slump to sales 

Thanks to the scrappage scheme, car 
sales in the UK have continued, in the 
last three months, to look northward, 
bringing a modicum of stability to the 


industry. Though production has been 
on the decline in the last one year, the 
improvement in sales registered since 
the scrappage scheme was announced 
has prompted some industry observers 
to predict that the slump is finally bot- 
toming out. 

According to the figures available 
with SMMT, sales of cars built for the 
UK market touched a four-and-a-half 
year high in August this year, and a 
third of cars made in the UK last month 
were sold to home consumers, under- 
scoring the link between the rise in car 
sales and the scrappage scheme. How- 
ever, some critics have pointed out that 
many of the new cars bought under the 
scheme were manufactured by foreign 
firms and so the scheme would benefit 
foreign carmakers more than the do- 
mestic manufacturers. 

Such concerns notwithstanding, the 
more than expected popularity of the 
scheme and its positive impact on the 
automotive industry in particular and 
the allied industries in general have in- 
evitably led to a clamor that the scheme 
be extended further. UK’s Engineering 
Employers’ Federation and Unite, 
Britain’s biggest trade union, for ex- 
ample, have demanded that the scheme 
be continued for some more time. 


French and German versions 
Though the scheme has been a success 
in France, the first country in Europe to 
implement the scrappage scheme in 
December 2008, the government is 
mulling a gradual withdrawal of the in- 
centives offered under the scheme. Ac- 
cordingly, vehicle orders under the 
scheme could be wound up by the end of 
2009, though the project officially 
comes to a close only in the beginning of 
next year. Available estimates from 
Comité des Constructeurs Francais 
d Automobiles (CCFA) indicate that the 
scrappage scheme helped the passen- 
ger car sales touch 1.319 million units 
by July this year, up marginally by 0.696 
year-on-year. 

As for Germany, while the scrap- 
page scheme led to a mini boom in car 
sales, with August 2009 sales going up 
by 28%, there are fears that the benefits 
accrued from the scrappage scheme 
alone are not sufficient to keep the Ger- 


man car industry going. Though cai 
sales in Germany are expected to hit 8,6 
million, they could fall to 2.8 million ir 
2010. And if the German car marke! 
' falls, it may drag down the whole Euro 
pean car market. For the time being 
though, the German automobile indus 
try association, Verband dei 
Automobilindustrie (VDA) has saic 
that it is not demanding any new subsi 
dies after the scrapping bonus. How: 
ever, observers have not ruled out the 
possibility of a few German carmaker: 
calling for subsidies in the future. 


What next? 

While the British government can drav 
its lessons from the French and Germar 
examples, the clamor from the automo 
tive industry for more government sup 
port is only bound to increase in the 
coming months. Interestingly, somt 
British carmakers have cited the fore 
casted decline in German car industr 
as a reason for pressing for the exten 
sion of the British scrappage scheme— 
as a counterbalance against what hap 
pens in the German market. 

Though the British government ha: 
conceded that the scheme has save 
tens of thousands of jobs and averte 
the closure of many car factories in tht 
UK, whether the government will ex 
tend the deadline of the scheme beyonc 
its scheduled close in February 2010 re 
mains to be seen. However, given tha 
the German version of the scrappagi 
scheme boasted of a €5 bn (£4.49 bn 
fund, which encouraged about 2 millior 
vehicle owners to scrap their old ve 
hicles for new ones, compared to th: 
£400 mn that the British governmen 
has invested in the scheme so far, then 
is an expectation that the British gov 
ernment may consider earmarkin; 
more funds for the scheme before it: 
scheduled close or even giving anothe 
lease of life to the scheme. And with th 
general elections to the British Parlia 
ment round the corner, the incumben 
Labor government would not mind us 
ing the scrappage scheme to improve its 
prospects in the forthcoming elections. г 


— Я Venkatesan tyenga 
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Ш MONETARY MUSINGS 


Falling Dollar 


A Blessing in Disguise for the US 


ere was а lot of hullabaloo over the 
declining international value of the 
dollar in the second week of October. A 
number of Asian centra! banks have in- 
tervened in the markets to slow the ap- 
preciation of their currencies against 
the dollar. Even Jean-Claude, Presi- 
dent of the European Central Bank, 
tried to prop up the dollar, saying: “A 
strong dollar is extremely important in 
the given circumstances.” Yet, nothing 
could stall the fall of the dollar against 
the major currencies of the world. 

Reports indicate that the dollar has 
depreciated by around 13% on trade- 
weighted basis since it reached its peak 
in March this year. Yet, there is nothing 
to fear in this fall, for during the peak of 
the global financial crisis, the dollar 
rose up by 12% when panicked investors 
rushed to the safe haven in America— 
investing in dollar-denominated trea- 
sury bills of the US. And today, as the 
countries are recovering from the crisis 
and confidence is slowly returning to the 
global markets. investors are switching 
over to non-US assets. 

That aside, after all, the value of a 
currency is determined by its supply 
and demand position in the market. 
And the problem with the dollar, of 
course, in the short run is that with the 
monetary and fiscal expansionary poli- 
cies that the US has resorted to for not 
only preventing a US deflation but also 
supplying liquidity to the global mar- 
kets. there are too many dollars flowing 
into the market than what it could ab- 
sorb. This has its own contribution to 
the decline in the value of the dollar, 
more so in today’s changing interest 
rate scenario of the global markets. 

And, as decided at the recent G20 
summit, there is no prospect of the US 
Fed tightening its monetary policies in 
the near future. This, some pessimists 
aver. is making market players infer 
that holding dollars is a risky propesi- 
tion. Which means, a fall in demand for 
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the dollar and consequently a continu- 
ous fall in its value. Carried away by 
these inferences, some analysts specu- 
late that with the continued fall of the 
dollar, the commodity prices, such as 
that of oil which is traded in dollars, 
may shoot up. Indeed, some countries, 
in anticipation of such a spike in com- 
modity prices, are even advocating trad- 
ing in oil in currencies other than the 
dollar. Should that happen, a section of 
the conservative members of the Con- 
gress argue, the world will lose its faith 
in the dollar, and hence they advocate 
that the Fed and the US administra- 
tion should scale back their financial 
stimulus, meant for supporting the US 
economy grow, to prop up the dollar. 

Some hawks from even the Fed are 
reported to be calling for an early return 
to tighter money policies. But the real- 
ity is otherwise: one,the current slide in 
the dollar is not owing to the growing 
fear of inflation, for the future inflation 
rates are stable and low; and two, the 
unemployment in the US is still horrify- 
ingly high at 9.8% and is not showing 
any signs of an immediate drop. In such 
a situation, a falling dollar is indeed 
good news for the US. For it gives a 
boost to the US experts, paving the way 
for its transition from huge trade deficits 
to a more stable international position. 
Indeed, a falling dollar facilitates what 
Lawrence Summers, Director of 
Obama's National Economic Council, 
desired to happen: Bo rebuild “American 
economy [it] must be more export-ori- 
ented and less consumption-oriented." 
This shall, in turn, make America live 
within its means. There is, of course, a 
downside to it: less of exports from coun- 
tries like China and others, for they no 
longer can thrive on the profligacy of the 
US. But then that is what even the glo- 
bal economy requires to be stable and 
sustainable in the long run. 

It is, of course, a different matter 
that many central banks of Asia, under 


the fear of falling exports, intervened in 
the currency markets to bolster the dol- 
lar. But flogging a falling currency is a 
dangerous game, for it can fuel domestic 
inflation. Though a sudden fall in export 
will dislocate the export-driven econo- 
mies of the Asian region in particular, 
in the interest of stable growth in the 
world, the pain must be endured. 
Lawrence Summers may continue to 
voice his support for “a strong dollar 
based on strong fundamentals,” but no 
one can fail to read the underlying truth: 
US fundamentals are weak—with huge 
trade and budget deficits—and it can- 
not, in the normal course, claim to have 
had a strong currency. Nor is there any 
need for Americans to worry about dol- 
lar losing its global currency status, for 
if the economy rebalances its growth 
through a weakened dollar, it can only 
become strong. On the other hand, if the 
Fed reverses its current expansionary 
monetary policies, it is sure to throw the 
US and global economy into a long de 
pression. In any case, the truth is—a: 
aired by Guo Shuging, Chairman 
China Construction Bank and forme 
head of the country’s foreign exchange 
administration—‘“In the short-term, . 
don’t think we can find another currency 
to replace the US dollar.” And the beaut} 
is such statements keep repeating, un 
less the whole of Europe becomes : 
single currency area and keeps growin; 
consistently, while the US slogs with : 
prolonged low growth rate and Chin: 
lets its currency—renminbi—floa 
freely. But such a possibility appear 
slim. Which is why there is nothin; 
wrong with the current slide in the dolla: 
and it is better the Fed continues wit] 
its expansionary monetary policies til 
growth in the global economy takes firn 
roots. Indeed, that alone will protect th 
status of the dollar as the dominant ir 
ternational reserve currency. м 

— GRK Mur 
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pakuntala 


Kalidasa’s Magical Weave 


Гат filled with awe and wonder as I gaze. 
In sucha place as this do saints of earth 


Long to complete their acts of penance; here 


Beneath the shade of everlasting trees, 
Transplanted from the groves of Paradise, 
May they inhale the balmy air, and need 
No other nourishment... 


j bes above lines might lead one to be- 
lieve it to be from a poem on nature. 
But no. They belong to Kalidasa’s 
Sakuntala and we are reading about 
the sacred grove of Sage Kasyapa. No 
wonder Kalidasa is highly praised as a 
poet of nature—his lyrical passages de- 
scriptive of the flora and fauna of the 
Indian subcontinent never fail to trans- 
port the reader to a paradisiacal region. 
Born in a forest, and abandoned by her 
parents—the nymph Menaka and the 
royal sage Viswamitra—Sakuntala, 
the heroine of the play, herself partakes 
of the spirit of nature and is a testimony 
to her creator’s love of wildlife—her 
name being derived from sakunta birds. 
%МепаКа abandons her daughter to 
birds of prey near a river. The birds wor- 
ship and protect her until another great 
sage, the ascetic Kanva, finds her and 
brings her to live in his forest hermitage 
as his daughter. Having found her 
among the sakunta birds, he names her 
Sakuntala. 

On the banks of the river Malini, a 
deer stops by to look at its reflection... 
The hermitage of Kanva is an abode of 
peace where man and the natural world 
coexist in harmony. As Sakuntala is 
about to depart for the palace leaving 
behind all that she holds dear, her 
friend Priyamvada says: “...As the time 
of separation approaches, the whole 
grove seems to share your anguish/In 
sorrow for thy loss, the herd of deer/For- 
get to browse; the peacock on the lawn/ 
Ceases its dance; the very trees around 
us/Shed their pale leaves, like tears, 
upon the ground.” 
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Kalidasa casts a giant shadow over 
the literary firmament with just six 
surviving works: three plays and three 
poems. The three plays include 
Malavikagnimitra, Vikramorvasiya, 
and Abhijnanasakuntala. The poems 
include a lyric monologue of nature, 
Meghaduta (The Cloud Messenger) and 
two long lyric narratives, Raghuvamsa 
(The Lineage of Raghu) and 
Kumarasambhava (The Birth of Siva’s 
Son). Composed in the early fifth cen- 
tury AD, Sakuntala is considered a 
masterpiece of classical Indian litera- 
ture. With its humor, fairy tale situa- 
tions, mixture of supernatural ele- 
ments, reflection of the ancient Indian 
ethos and its infinite charm, the play 
has never failed to inspire: poets, com- 
posers, dramatists—all have come un- 
der its spell. The play presents 
glimpses of life in the court and life in 
the forest—"In palaces such charms are 
rarely ours;/The woodland plants out- 
shine the garden flowers”—the con- 
trasting spheres of action and renuncia- 
tion. 

The ordeals that Sakuntala had to 
face in life—rejection by her husband 
and the consequences thereof—were in 
fact brought upon by her own action: her 
absentmindedness resulting in a show 
of inhospitality to the sage Durvasa. He 
curses her: “He, even he of whom thou 
thinkest ... shall disown thee, even as 
the sot,/Roused from his midnight 
drunkenness, denies/The words he ut- 
tered in his revellings.” The King forgets 
his unceremonious marriage to 
Sakuntala. Recollection is however 
brought about by the recovery of the lost 
ring which symbolizes their relation- 
ship. But grief follows recognition: *... 
did destiny/Jealous of my good actions, 
mar their fruit,/And rob me of their 
guerdon? It is past/Whate'er the spell 
that bound me. Once again/Am I awake, 
but only to behold/The precipice o'er 
which my hopes have fallen." Towards 





the end of the play, Dusyanta is re- 
united with his wife and son. With or- 
deal comes maturity; intense grief be- 
comes the very basis for progress to- 
wards equanimity in life. Because 
Indian philosophy holds the attainment 
of stability of mind and composure as 
an ideal to be aspired for—“Calm of 
mind, all passion spent." 

Many among us are aware of the 
magical tale of how a foolish cowherd 
was transformed into a wise poet 
through the grace and power of Goddess 
Kali. Not many among us know how the 
voice of this poet travelled across the 
world to enthrall audiences far away on 
foreign shores. Sakuntala has en- 
chanted countless readers even as a 
translated work, thereby proving the 
power of literature to cut across barri- 
ers of race, culture and language and 
speak to the humankind. 

Kalidasa the master craftsman's 
stroke never falters. He holds you in 
thrall. It takes a sensitive reader—in 
the words of Sanskrit critics, a 
Sahrdaya (one whose heart shares aes- 
thetic joy) or a rasika (one who enjoys 
the subtleties of art)—to respond to the 
‘rich mythological layers’ and ‘vast cos- 
mic landscape’ that his works offer.m 

— Nirmala PG 
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Nobel in Economics 


Prize for Practical Wisdom 


The Nobel Prize in Economics to Ostrom and Williamson—who have by their independent research taken 
economics beyond the traditional analysis of market prices by establishing ‘economic governance’ as a field 
of research—has come at the right time when the world is entangled in governance issues that have not only 
led to the collapse of organizations but also to worldwide contagions. 


eo-classical economics textbooks 
proclaim that markets endowed 
with private property rights and eon- 
tracts are better equipped to deliver 
wonders—efficiency and equity. But in 
the real world, as is incidentally being 
experienced amid the ongoing global 
economic crisis, it does not happen that 
way, at least always. Even the prophet 
of market economy, Adam Smith, is 
perhaps aware of it when he said: "Cre- 
ating harmony between the pursuit of 
self-interest and the pursuit of social 
welfare depends on the constraints on 
self-interest.” But the scope for the op- 
eration of such a ‘constraint’ on man's 
behavior appears slim: for ‘Man’, as 
enunciated by grandsire Bhishma in 
The Mahabharata, is a slave to 
money—arthasya purusha dasah. The 
ongoing world ecomomic crisis is, per- 
haps, a vindication of this prophecy. 
Fortunately, there are off-beat re- 
searchers of modern day who have ana- 
lvzed as to why the world looks the way 
it does—different from the ideal werld 
found in classical textbooks—and ex- 
plained as to what works in it. It is to 
two of such researchers—Elinor Ostrom 
of Indiana University, Bloomington, 








US, and Oliver Williamson of Univer- 
sity of California, Berkeley, US—that 
the Nobel committee has awarded the 
Nobel Prize in Economic Sciences for 
the year 2009. They share the prize for 
their separate research into economic 
governance—the rules by which people 
organize, cooperate, relate and exercise 
authority in companies and economic 
systems—that *advanced economic 
governance research from the fringe to 
the forefront of scientific attention." 
The committee observed that their re- 
search revealed how economic analysis 


could explain most forms of social orga 
nization. 

Ostrom, the first woman to wir 
Nobel in Economics, is currently th« 
Arthur F Bentley Professor of Politica 
Science, at Indiana University 
Bloomington. Her pioneering worl 
mostly concerns the economic gover 
nance of the common pool resources— 
managing common resources such a 
pastures, woods, lakes, and fish stocks 
Her research “has challenged the con 
ventional wisdom that common prop 
erty is poorly managed and should b 
either regulated by central authoritie 
or privatized," said the Nobel econom 
ics committee. Her findings, thoug! 
sound commonsensical, are eye-open 
ers, for they challenge Garret Hardin’ 
“The Tragedy of the Commons"—a li 
ing expression of neo-classical think 
ing—through their revelation that com 
mon resources are better managed fror 
the bottom-up by user-association 
than by the governments or the privat 
sector. Ostrom went out to the field t 
study what people and communitie 
are doing differently, and drawing ne 
insights from it, proposed a new arch 
tecture of governance, which she dubbe 
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‘polycentric governance’. Based on her 
field research, Ostrom has prescribed 
hew ‘design principles’ that could be 
used by people, communities, and soci- 
eties facing real-world problems in 
managing local common pool resources: 
one, clearly defined boundaries; two, 
adapting rules regarding the appro- 
priation and provision of common re- 
sources to local conditions; three, collec- 
tive-choice arrangements; four, effective 
monitoring by monitors who are part of 
or accountable to the appropriators; 
five, a scale of graduated sanctions for 
resource appropriators who violate 
-ommunity rules; six, cheap and easy 
access mechanisms of conflict resolu- 
tion; and seven, recognition of the self- 
determination of the community by 
higher-level authorities. 

Her co-winner, Williamson, cur- 
rently the Edgar F Kaiser Professor 
Emeritus at the Haas School of Busi- 
ness, University of California, Berkeley, 
is a pioneer in the multi-disciplinary 
field of transaction cost economies and 
has been awarded the Nobel “for his 
analysis of economic governance, espe- 
cially the boundaries of the firm." 
Williamson “developed a theory where 
business firms served as structures for 
conflict resolution”. He has argued that 
hierarchical organizations, such as com- 
panies, represent alternative gover- 
nance structures, which differ in their ap- 
proaches to resolving conflicts of inter- 
est. His ‘transaction cost theory’ —de- 
veloped based on the opportunistic be- 
havior of agents who can renege on their 
commitments, bounded rationality of 
agents and asset specificity, where as- 
sets are only valuable in certain uses 





and certain economic relationships 
that offer a scope for the parties trans- 
acting with each other to engage in 
‘holdup behavior’—indeed highlights 
the nature of real-world market organi- 
zations. It argues that “large private 
corporations exist primarily because 
they are efficient. They are established 
because they make owners, workers, 
suppliers, and customers better off 
than they would be under alternative 
institutional arrangements.” It also 
clarifies that “when corporations fail to 
deliver efficiency gains, their existence 
will be called into question,” which 
means firms cannot grow infinitely ei- 
ther. Admitting the fact that 
corporates are better equipped to 
handle the drawback—haggling and 
disagreement—associated with mar- 
kets by virtue of their authority to ‘miti- 
gate contention’, Williamson warns 
that the same authority can as well be 
abused. It also emphasizes the limited 
ability of people to make perfectly in- 
formed decisions, besides the propen- 


sity of some to act opportunistically. 
His research findings recommend that 
it is better to control such behavior di- 
rectly rather than through policies that 
restrict the size of the corporates. 

In sum, his insights help us under- 
stand better a broad range of organiza- 
tional compacts such as the choice and 
design of contracts, ‘information 
impactedness’, corporate financial 
structure, the function and operation of 
political systems, and the size and 
scope of firms—the question of a firm 
going for vertical integration as defined 
by the scope for lowering the transac- 
tion costs; why some activities are car- 
ried out by large corporations, while 
others aren’t; and why big firms come 
into existence more frequently than is 
predicted by the neo-classical theory. 

Interestingly, the Nobel award is a 
good thing to happen to Ostrom and 
Williamson who have by their indepen- 
dent research taken economics beyond 
the traditional analysis of market prices 
by establishing ‘economic governance’ as 
a field of research that has “greatly en- 
hanced our understanding of non-mar- 
ket institutions,” that too at a time 
when the world is entangled in gover- 
nance issues—failure of boards of direc- 
tors to moderate excessive compensa- 
tion or bonuses that encouraged exces- 
sive risk-taking, leading to not only the 
collapse of organizations but also world- 
wide contagions. Thus, their research 
highlights once again the need for a con- 
stant vigil over “man’s slavery to 
money’, as reflected in his behavior. 


— GRK Murty 
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ompany: Aviva Life Insurance Co. 
India Pvt. Ltd. 
Profile: The candidate should have 
strong Insurance Sales & Background 
with overall market and investments 
products knowledge. 
Exp: 6-8, Location: Mumbai 
Email: 
sandeep.chaudhry@avivaindia.com 


Post: Product Manager- LAP 


Company: Bajaj Auto Finance Ltd. 
Profile: Looking for a Graduate with 
5-6 years or PostGraduate with 3-4 
years of prior work experience having 
relevant experience in managing LAP 
products in multiple market 
environments. 

Exp: 4-9, Location: Pune 

Email: recruitment@bajajfinance.in 


Post: Finance Functional Consultants 


Company: Rukshi Career Academy Pvt. 
Ltd. 

Profile: Cancidate must be an 
Associete or Fellow member of CA / 
ICWAI. 

Exp: 3-8 

Location: Germany 

Email: rukshicareer@gmail.com 






| Post: Business Development Manager 
Company: Cholamandalam MS 
General Insurance Company Ltd. 
Profile: Any Graduate having 3-6 yrs of 
experience in General Insurance- Retail 
& Bancassurance may apply. 

Exp: 2-6, Location: Bengaluru 

Email: of£hrbangaloreQcholaispl.com 


Post: Relationship Manager- Wealth 


Managemen: 

Company: Ing Vysya Bank Ltd. 
Profile: MBA having Previous 
experience in Wealth Management 
(Mutual fund) may apply. 

Exp: 8-12, Location: Hyderabad 

Email: 
tasneem.rangwala@ingvysyabank.com 
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Post: Asst. Manager- Accounts 


Company: Computer Age 
Management Services Pvt. Ltd. 
Profile: Graduates/ Post Graduates in 
the age group of 27-35 with an 
experience in finalisation of accounts 
may apply. 

Exp: 5-7 

Location: Chennai 

Email: resume@camsonline.com 


Post: Bancassurance Trainer 
Company: IDBI Fortis Insurance 
Company Ltd. 

Profile: Candidate should have 
atleast 2yrs experience in 
Training-vertical. Stable Life Insurance 
experience would be preferred. 

Exp: 3-7 

Location: Delhi 

Email: hiring@idbifortis.com 


Post: Vice President 

Company: Systematix Shares & 
Stocks (1) Ltd. 

Profile: Will be taking care of all IT 
works in the-Organization. Should 
have knowledge of ODIN software & 
should be frem Broking industry. 
Exp: 4-9, Location: Mumbai 

Email: hrd@systematixshares.com 





Post: Sr. Accountant 

Company: Novastar Communication 
Pvt. Ltd. 

Profile: Hands cn experience in MS 
Office, Internet, Tally & Knowledge in 
sales tax, service tax, TDS, IT return, 
ESI, PF is desired. 

Exp: 4-6, Location: Chennai 

Email: service 1@novastar.in 





Company: Genpact 

Profile: Experience in Banking 
collections/ Customer Service with an 
ability to work with speed and 
accuracy. 

Exp: 1-6, Location: Jaipur 

Email: jaipur.hiringt&?genpact.com 





Post: Process Develcper- Finance 






Post: Head- Equity Research 
Company: Amit Nalin Securities Pvt. 
Ltd. 

Profile: 5-6 Years of experience in 
research of indian equities is desired. 
In depth knowledge of sectors and 
companies is a prequisite 

Exp: 5-6 

Location: Mumbai 

Email: ansec3@gmail.com 






Post: Sr. Manager- Direct Taxation 
Company: Ramky Infrastructure Ltd. 
Profile: The Incumbent should be a 
qualified / semi-qualified CA or ICWA 
with relevant experience. 

Exp: 5-10 

Location: Hyderabad 

Email: riljobs@ramky.com 


Post: Vice president- Corporate 






Finance 

Company: Portfolio Financial Services 
Ltd. 

Profile: Well experienced candidate in 
debt credit syendications of 
corporate loan & advances is desired. 
Should have an experience in Banking 
process and Business development. 
Exp: 6-11 

Location: Delhi/NCR 

Email: hrd@pfsl.org 





Post: Manager- Accounts 
ompany: TV y Shop Ltd. 

Profile: Will be under ÉA for Bank 
Reconciliation, Vendor Payments, 
Taxation, Network Companies to 
handle, Bank and Cash handling, MIS 
reports. 

Exp: 8-13, Location: Mumbai 

Email: Ruchir@tvcsksyhop.com 






Company: AnandRathi 
Profile: Anand Rathi Financial 
Services Ltd requires a CA having an 
experience of atleast 2 yrs. 

Exp: 2-7, Location: Mumbai 

Email: hrmumbai@rathi. com 
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Post: Sales Manager 

Company: Indusind Bank 

Profile: Relevant prior experience in the 
similar field is desired. 

Exp: 1-6, Location: Delhi 

Email: sinha.manish@indusind.com 


Pvt. Ltd. 

Profile: Job requires a candidate who is 
a C.A. Inter/ M.Com/ B.Com or 
equivalent with an experience of 
minimum 5 years and maximum 10 






years. 
Company: Team Life Care Company Exp: 5-10 





(India) Pvt. Itd. 

Profile: Selected candidate will be 
responsible for handling the entire 
branch activities. 

Exp: 3-8, Location: Dehradun 
Email: prakash.c(Qteamlifecare.in 


Location: Guntur 
Email: goc@krishnaganga.net 


Post: Relationship Manager- Business 


Banking 

Company: Ing Vysya Bank Ltd. 
Profile: 4-5 years at the branch level 
-front end is desired. Working Capital 
Experience is a must in handling SME 
upto 150Crs turnover company. 





Post: Sr. Vice President 
Company: Paterson Securities Pvt. Ltd. 
Profile: Responsible for Setting up new 
Branch offices in potential areas of 


Exp: 3-7 
karnataka region & should develop The vot Hyderabad 
business. Responsible for revenues and Email: | 


profitability, formulate periodic sales 
plans & Drive sales efforts -develop new 
channel partners & new client 

Exp: 10-20, Location: Bengaluru 

Email: careers@paterson.co.in 


tasneem.rangwala@ingvysyabank.com 


Company: Ing Vysya Bank Ltd. 

Profile: Problem resolution skills, 
inter-personal skills, analytical skills are 
desired. Experience in Quality 
Improvement Projects is desired. 






Post: Credit Manager 
ompany: GenX Infotec 
Profile: Duties & responsiblities: 





approval of high ticket loans as per Exp: 3-8 | 
policy, approval of deviations as рег ы” Bengaluru 
il: 


policy, approval and tracking of 
restructure/rewrites, interacting with 
regional fraud control units, interacting 
with regional and branch collection off. 
Exp: 3-8, Location: Aurangabad 

Email: gdhar.genx@gmail.com 


tasneem.rangwala@ingvysyabank.com 


Post: Sr. Relationship Manager 
Company: Indiabulls Securities Ltd. 


an year in the broking or Banking 
industry. Should be good at sales and 
advising clients regarding investments. 
Must have an interest in the 
understanding of the markets 


Post: Head- Internal Control 
Company: Bussan Auto Finance India 
Pvt. Ltd. 

Profile: GAAP Work experience, Audit 


experience in Credit Operations, Sales, (Equity/Commodity). 
Collections of NBFC would be preferred. Exp: 1-6 

Exp: 5-10 Location: Chennai 
Location: Delhi Email: hr@indiabulls.com 


Email: mili@bafindia.com 


Why naukri.com? 


> Over 2,00,000 Jobs 
35,000 Recruiters 


E-mail job alerts 


Job search and apply on SMS 


Post: Accounts Manager 
ompany: Krishna ganga Spinning Mills 





Post: Team Member- PCM Projects 






Profile: The candidate must have atleast 


Post: Manager- Accounts 


Post: Co-ordinator- Retail stores 





Profile: Good communication skills & 
analytical thinking is desired. 

Exp: 4-5 

Location: Mumbai 

Email: bomcm@jlmorison.com 





Post: Chartered Accountants 
Company: Aptech Software Ltd. 
Profile: Job requires a CA with mini- 
mum 2-3 yrs of post qualification expe- 
rience in MIS, Budget, Finalisation, Tax, 


etc. 

Exp: 2-7 

Location: Mumbai 

Email: romag@aptech.ac.in 






Post: Sr. Manager- commercial 
ompany: Nitco Ца. 
Profile: The incumbent shall be B.Com/ 
M.com or CA (Inter) with 8-10 years of 
relevant experience & must have hands 
on experience in SAP. The candidate 
should have handled Commercial activi- 
ties in leadership role. 

Exp: 8-13 

Location: Mumbai 

Email: careers@nitcotiles.com 





Post: Accounts Asst. 


Company: Exa India Pvt. Ltd. 

Profile: Should be well versed with Tally 
Experienced in handling all statutory 
compliances of a company & should be 
experienced in finalization of books of 
accounts. Prior experience in Accounts 
field is also desired. 

Exp: 1-5 

Location: Mumbai 

Email: jobs@exateam.com 






Company: Lodha Group of Companies 
Profile: Minimum 4-5 years of post CA 
working experience in manufacturing 
industry is desired. Should have 
Handled finalization of accounts. 

Exp: 4-7, Location: Mumbai 

Email: pooja.raul@lodhagroup.com 
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G20 - Pittsburgh 


A New Beginning? 


G20 countries have at last emerged as the central glo- 

bal policy makers. At least that is what one infers from 

the summit's declaration: G20 will now replace the G8 as the 
body responsible for the global economic policy coordination. 

Never in the past, since the industrial revolution, had the 
developing world got the opportunity to voice its concern in 
shaping the world economic policies, as it has today. Yet, it 
cannot be said that G20 is representative: Latin America and 
Europe are over-represented, while Africa and the Islamic 
world are under-represented. Yet, the present member coun- 
tries represent two-thirds of the world population, generating 
90% of the global gross product and 80% of world trade. This, 
of course, is in :tself a great achievement for the comity of 
nations, which are mostly driven by narrow national interests. 

Coming to the deliberations per se, the summit could 
somehow manage to resist the move from some towards ‘busi- 
ness as usual' and get the members to agree to defer 'exit 
strategies' from expansionary monetary and fiscal policies for 
the time being by declaring, ^We pledge today 
to sustain our strong policy response until a 
durable recovery is secured ... We will avoid 
any premature withdrawal of stimulus. At the 
same time, we will prepare our exit strategies 
and, when the time is right, withdraw our ex- 
traordinary policy support in a cooperative and 
coordinated way, maintaining our commit- 
ment to fiscal responsibility.” 

There is also a talk about rebalancing the 
global economy, particularly from the US: “We 
need to ... establish a pattern of growth across 
countries that is more sustainable and balanced.” Of course, a 
kind of agreement did emerge: The member-nations agreed 
“(о reform the global architecture to meet the needs of the 21% 
century. After this crisis, critical players need to be at th» table 
and fully vested in our institutions to allow us to cooperate to 
lay the foundation for strong, sustainable and balanced 
growth." Its implementation essentially calls for China, Ger- 
many, and Japan to consume more, and the US to consume less. 

Thus, emerges ‘rebalancing’ аз a coordinated activity of the 
countries. And so long as nation states exist, getting accep- 
tance for the logic of coordination becomes a great challenge. 
Yet, there is no alternative; for if the US alone starts ‘rebal- 
ancing itself as a nation by saving more and consuming less, 
without Chine, Germany and others increasing their demestic 
consumption, it would result not in ‘unbalanced’ growth, but 
no growth at ell. That is the greatest risk the global economy is 
set to face, if the countries fail to put up a well-coordinated 
effort at ensuring long-term balance in growth and short-term 
‘rebalancing’. That aside, global imbalances are not only eco- 
nomic, but alse political. It is the misguided conditions that the 
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IMF is often found imposing on aid-receiving countries, while 
assisting them in managing their balance of payment crisis, 
that the developing countries resent the most. And as the 
emerging world has little or no say in the functioning of the IMF, 
the conditions imposed by it are perceived more as impositions 
by the malevolent western capitalist countries and so lacking 
in legitimacy. Thus, the aid from the IMF is often perceived by 
the emerging world as a ‘neocolonialist humiliation’, and to 
avoid it, countries started accumulating huge foreign exchange 
reserves to protect themselves against any kind of financial 
crisis. 

Now, to obviate this ‘politico-economic’ problem of global 
imbalances, legitimacy must be restored to the IMF. Which 
means, significant reallocation of country quotas. There is of 
course a declaration at the end of the summit to this effect: 
“We are committed to a shift in the IMF quota share to dy- 
namic emerging markets ... using the current quota formula 
as the basis to work from.” Its translation into action, how- 
ever, depends much on the political willing- 
ness of western developed countries to share 
the power—votes and directors—with the de- 
veloping countries. 

At the same time, emerging countries— 
particularly the likes of China, which said that 
unless it gets more influence, it would not fund 
it—must be willing to pay the capital to back 
additional votes. It is only then that the IMF 
can play an enhanced role “as a global eco- 
nomic policy coordinator,” as envisaged at the 
summit, for ensuring “strong, sustainable and 
balanced growth through its surveillance of [member] coun- 
tries’ policy frameworks and their collective implications for 
financial stability and the level and pattern of global growth.” 

On financial regulation, the summit “committed to act 
together to raise capital standards, to implement strong in- 
ternational compensation standards aimed at ending prac- 
tices that lead to excessive risk-taking, to improve the over- 
the-counter derivatives market and to create more powerful 
tools to hold large global firms to account for the risks they 
take.” 

In all, the summit has delivered a package of well-inten- 
tioned agreements—quite in a declaratory fashion. Its useful- 
ness, however, rests in their translation into action. But as G20 
is a mere economic forum and not a global lawmaking body, it 
may not be able to force countries to comply with agreements tc 
the extent desired. Hence, it needs to get its agreements inte- 
grated with that of the UN. Action then, perhaps, gets guaran- 
teed. Nevertheless, G20 must act, and act to succeed.m : 
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Bharat Heavy Electricals Limited 
е Ranks among the top power plant equipment manufacturers | Regd. Office : BHEL House, Siri Fort, New Delhi- | 10 049, India. 
in the world. Website : www.bhel.com 
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On-Line Banking 


> Current Account Plus » Mybank Surakshana » Corporate Salary Package 
Housing Loans » Car Loans » Personal Loans » Gnanamitra Education Loans 
» MSME Loans » Agricultural Loans 


For details contact your nearest branch or Call Help Line. 
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Revolutionary Reformer 


He is a statesman. 

In the words of Angela Merkel, the Chancellor of Germany, he is the man who 
made pulling down of Berlin wall ‘possible’-—“you courageously let things happen, 
and that was much more than we could expect.” 

Pulling down of Berlin wall, which many, like today’s economists who failed to 
predict the ongoing economic crisis, failed to anticipate, is a remarkable event to 
happen—remarkable than Bolshevik revolution, remarkable than even halting 
the marching fascist German soldiers into Russia—for it set millions of people 
free and, importantly, brought the cold war, the likely possibility of annihilation 
of mankind under the threat of nuclear-conflict, to an end. 

What he let happen did not stop just with the fall of the wall alone. His 
Perestroika and glasnost marched forward to even question the omnipresent and 
omnipotent totalitarian regimes that were then ruling the eastern block of Europe. 
Ironically, his people had elected him to not only lead and protect this very authoritar- 
ian regime within the Soviet Union but also to spread Communism across the world. 

But realizing that this whole edifice was squarely resting on “a structure of faith 
and ideals,” more than on the wellbeing of the people, as was revealed by its poor 
economy—incidentally, which had been grossly overestimated by the west till the 
iron-curtains were pulled down—he let the people say what his own eyes too had 
seen: “We can’t go on living like this anymore,” that too, quite openly. He breathed 
in a new philosophy to a country which was practicing state ownership of the means 
of production, distribution and exchange as a panacea to transform itself into a land 
of plenty: ‘New thinking'—"the credo of solving political problems only by political 
means, and human problems only in a humane way”; ‘co-creation and co-develop- 
ment’; and “the principle of the freedom of choice.” The rest is history: Soviets 
“walking out of Eastern Europe” and “permitting non-communist governments to 
come to power”, and finally, the collapse of the very Soviet Union. 

As Barack Obama, the President of the US, rightly observed, it is his letting 
the Berlin wall go that unleashed a “rising tide of globalization that continues to 
shape our world” today. This single phenomenon indeed is responsible for pulling 
millions of people out of poverty in developing countries such as Brazil, India, and 
China. All is not, of course, hunky-dory with globalization: there is a dark side to 
it. The ongoing economic crisis has its origins in it. Secondly, it makes the wealthy 
wealthier—100 richest Indians are worth $276 bn; they are worth 30% of India’s 
GDP—while the lesser mortals are hit hard by the booms and busts associated 
with free markets. Over and above this, while markets are getting globalized, 
politics remains essentially local. This mismatch between the economic and po- 
litical liberalism across the globe is the underlying stumbling block in regulating 
the global economic imbalances that is said to be the driver of today’s global 
economic crisis. The much hoped for ‘joint efforts’ by him “to put an end to the era 
of wars ...aggression against nature, the terror of hunger and poverty, as well as 
political terrorism” still remain a hope. It is unfortunate that this “victory for 
everybody” remains to be exploited. 

Having said that, reverting to the reformer who set the globalization on as- 
cent, his is exemplary courage—“He refused to use the force that would have been 
necessary to restore the kind of ‘order’ ...urged by ...party hierarchy"—and he 
could refuse to “maximize his power” in pursuit of his glasnost (openness), 
perestroika (restructuring), demokratizatsiya (democratization), and uskoreniye 
(acceleration of economic development), that too, in a country like Russia, and in 
the process preside over the disintegration of his own empire. 

And that is Mikhail Gorbachev! 


GRK Murty 
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There are clear signs of an upturn in the economy. Like other countries we 
resorted to a significant stimulus and we will take appropriate action next year 
to wind this down. 

- Manmohan Singh, Prime Minister, India 


Both government and the RBI (Reserve Bank of India) are working in close 
cooperation with each other te evolve the appropriate fiscal and monetary 
policy, and there is no area of disagreement or divergence of views. 

- Pranab Mukherjee, Finance Minister, India 


We believe that the primary issuance market is not as efficient as the sec- 
ondary market. Even today, after an issue closes, it takes 20 days to list that 
issue. This delay is the risk that investors and issuers carry ... Our aim is to see 
that we reduce this time to one week over the next one year. 

- CB Bhave, Chairman, SEBI 


The tariff war has not been launched by us. We respanded as we did not have 

a choice ... The question is, how long is this going to last? This is a business that 
needs huge investments, one has to commit billions of dollars. 

— Sunil Mittal, Chairman, Bharti Airtel 


We are seeing early evidence of that recovery, most forecasters anticipate 
another moderate gain in the fourth quarter, [but] how the economy will evolve 
in 2010 and beyond is less certain. 

- Ben Bernanke, Chairman, Federal Reserve 


I think there is a very clear message that goes out to investors and that is 
that India has clearly bucked the [recessionary] trend, that the banking system 
in India is much healthier than probably in most other parts of the world, the 
fact that our monetary and financial fiscal prudence that we have over the past 
10 years has steod us in very good stead and the fact that India is one of the few 
economies that is continuing to grow at 696-796 ... India is an economy that you 
cannot ignore. 

- Kumar Mangalam Birla, Chairman, Aditya Birla Group 


It [Indian IT industry] still remains attractive to the globe, though we cannot 
say that it will grow like the way it did for the last ten years. The Philippines, 
Vietnam and China, among others, will continue to give competition, but India 
will continue with its unique capabilities. The fact remains that growth is hap- 
pening, hiring has already taken place, and most companies are now looking at 
laterals as well. 

- Som Mittal, President, Nasscom 


The 4% cut in the Cash Reserve Ratio (CRR) during the crisis released 
about Rs 1,60,000 cr in the banking system, and a large part of this remained as 
excess liquidity and was parked with the Reserve Bank of India. Deposit re- 
pricing by commercial banks is likely to see banks push for more lendings and 
overseas sources of borrowing will improve. 

-C Rangarajan, 
Chairman, Economic Advisory Council to the Prime Minister 
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MARKET NEWS 





RIL Hits Black Gold 
at Cambay Basin 


Mukesh Ambani-promoted, 
Reliance Industries (RIL), 
the nation's biggest firm by 
market capitalization, has 
announced izs first onshore 
oil and gas discovery in the 
Cambay basin in Gujarat. 
This discovery came as a 
second major oil find after 
the offshore MA field in the 
Krishna Godavari (KG) 
basin in 2002. 

The company said that 
it came out with the first 
onshore discovery during 
the drilling of the fifth well 
in the Cambay basin (CB- 
10) block, after the earlier 
four had turned out to be 
dry. The drilling of the fifth 
well found an oil reservoir 
with thickmess of 15 meter 
and a depth of around 1.5 
km. The well flowed at a 
rate of 500 barrels of oil per 
day (bopd), as compared 
with 1.000 bopd for most 
commercial wells. Now, RIL 
is assessing the commercial 
viability of the ciscovery by 
gathering more data and 
analysis. If it is found 
commercially viable, this 
discovery may help increase 
domestic fuel supplies in 
this energy-deficient nation. 

RIL is the second 
biggest exploration acreage 
holder in India, after state- 
owned Oil and Natural Gas 
Corporation (ONGC). It has 
stakes in 33 oil and gas 
exploration blocks, besides 
five coa. blocks for explora- 
tion of methane. It owns 
90% of the KG D6 block, 
which started production 
last year. It is expected that 
the Cambay oi. discovery 
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will boost RIL’s hopes in the 
oil and gas business and will 
help offset some of the 
weaknesses in the refining 
sector. 


Intel and AMD Зее 
Antitrust Dispute 


Intel Corporation, the 
world's largest semi- 
conductor chip major, is 
paying $1.25 bn to its 
largest rival in the market, 
Advanced Micro Devices 
Inc., (AMD), to put an end to 
all the antitrust lawsuits 
and patent cross-license 
disputes between the 
companies. In a bid to 
thwart the longstanding 


dispute between the two 
largest US microprocessors 
companies, they have signed 
a full peace agreement 
which should prove mutually 
beneficial. According to the 
agreement, Intel will pay 
AMD $1.25 bn in cash to 
quell a rising tide of com- 
plaints over its business 
practices and also allow its 
rival to outsource the 
production of its chips and 
abide by a set of ‘business- 
practices provisions'. 

In return, AMD will drop 
all the litigations against 
Intel and withdraw all of its 
regulatory complaints 
worldwide that said that 
Intel uses unfair methods 
preventing computer makers 


Europe Out of Recession 


Europe’s worst recession 
since World War II seems 
to be over, as per the 
official figures available, 
leaving a hope that the 
recovery is on its way to 
drag it out of the down- 
turn. The 16 nations 
which use the euro and 
the wider 27-nation 
European Union have 
expanded their econcmies 
in the third quarter owing 
to a 0.4% surge in the 
single currency area and a 
0.2% ascent across the 
bloc as a whole. Germany 
and France led the way 
with 0.7% and 0.3% 
growth rate respectively 
owing to a rise in exports 
in these economies. 
European economy is 
gaining momentum with 
improved figures on the 


back of government’s 
stepped up efforts to 
revamp the economy as 
well as the injection of 
several billions of euros 
into the market to 
encourage lending. While 
this drove the confidence 
levels of the economic 
outlook to a 13-month 
high, factors such as 
rising unemployment, 
expiration of stimulus 
plans and a strengthening 
euro are threatening the 
prospect of a robust 
recovery. Also, economists 
cautioned against the 
possibilities of adverse 
factors undermining a 
recovery. “The message is 
that the recovery has 
begun, but the upswing 
will be a moderate and 
gradual affair as domestic 


from buying its chips. Intel 
was charged by the European 
Commission for anti- 
competitive pricing strate- 
gies and by the New York’s 
attorney general for an 
antitrust case. And the 
American FTC was also 
planning to join the group of 
petitioners. Certain regula- 
tors claim that Intel has 
offered discounts and 
rebates to computer makers 
and retailers to sell comput- 
ers on conditional basis 
which hindered the growth of 
its archrival, AMD. Immedi- 
ately after the announce- 
ment of the agreement, the 
shares of Intel were down by 
0.9% to $19.66, while that of 
AMD rose by 21.2% to $6.45. 





demand will remain 
lackluster,” avers Fortis 
Economist Nick Kounis. 
Now the million dollar 
question for political 
leaders is whether and 
when the massive state 
support for economic 
rebuilding can be with- 
drawn without upsetting 
a recovery that is con- 
fronted with high and 
rising unemployment. 
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Accounting for FCCBs: An Impending Tsunami 





Accounting for financial 
instruments under IFRS is a 
highly complicated exercise. 
Considering the consistent 
demand of various stakehold- 
ers to simplify and further 
improve financial instruments 
accounting, particularly in the 
light of the recent global credit 
crisis, IASB decided to rewrite 
the financial instrument 
standards on a priority basis. A 
key milestone was achieved in 
this project when the IASB 
recently issued an Exposure 
Draft (ED) of the proposed IFRS 
on “Financial Instruments: 
Classification and Measure- 
ment". The ED purports to set 
out simplified principles for the 
classification and measure- 
ment of financial assets and 
financial liabilities. 

Key Proposals of the ED: 

e All financial assets and 
financial liabilities will be 
classified into two measure- 
ment categories, viz., fair value 
and amortized cost. 

e A financial asset or financial 
liability will be measured at 
amortized cost if, and only if, 
two conditions are met: (i) the 
instrument has basic loan 
features, and (ii) the instru- 
ment is managed on a 
contractual yield basis. 

e All other financial assets or 
financial liabilities will be 
measured at fair value. Unlike 
the existing IAS 39, there will 


be no exemption to measure an 
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equity instrument at cost on 
the grounds that its fair value 
cannot be measured reliably. 

e Forequity investments that 
are not held for trading, an 
entity may choose to recognize 
gains and losses in the Other 
Comprehensive Income (OCT) 
with no recycling of gains and 
losses into profit or loss. If an 
equity instrument is so 
designated, then dividend 
income would also be recog- 
nized іп the ОСІ, 

e Anentity may opt to measure 
a financial asset or financial 
liability that otherwise 
qualifies for amortized cost 
measurement at fair value, 
provided the fair value 
measurement eliminates or 
significantly reduces a 
measurement or recognition 
inconsistency (1.е., an account- 
ing mismatch). 

e No reclassification will be 
permitted post initial recogni- 
tion of financial instrument. 

e Financial host contracts with 
embedded derivatives are not 
bifurcated into host contract 
and embedded derivatives. 
Rather the entire instrument is 
accounted for at fair value or 
amortized cost basis based on 
the above criteria. For example, 
a loan instrument that 
contains an embedded 
derivative which does not 
breach the basic loan feature 
criterion is fully accounted for at 
amortized cost. However, if the 
embedded derivative breaches 
the basic loan feature criterion, 
then the entire instrument is 
accounted for at fair value. 
Accounting for FCCBs 
Many Indian entities have used 
Foreign Currency Convertible 
Bonds (FCCB) to raise funds 
for their operations. In the 
absence of any specific guidance 
on the treatment of FCCB 


under the current Indian 
СААР, different entities are 
following different treatment, 
particularly with regard to the 
recognition of premium on 
redemption. A perusal of 
financial statements of a few 
Indian companies that have 
issued FCCB indicates the 
following: (i) FCCBs are 
normally accounted at their 
face value and interest is 
recognized as per the stated 
coupon rate, if any. (ii) Varied 
practices exist for accounting for 
premium on redemption of 
FCCB. Certain entities 
amortize over the period of 
FCCB, while others treat it as 
a contingent liability. (iii) 
Accounting for FCCB does not 
generally involve any fair 
valuation. 

As per the ED, FCCB may 
not meet the ‘basic loan feature’ 
criterion for measurement at 
the amortized cost due to the 
conversion option. Neither does 
the conversion option meet the 
definition of equity since it does 
not fulfill the ‘fixed for fixed’ 
criterion under IAS 32 for 
accounting of such options as 
equity. Consequently, the ED 
would require the whole of the 
FCCB, including the conversion 
option, to be measured at fair 
value through the income 
statement. This may have the 
following key implications from 
an issuer's perspective: 

(i) FCCBs may not be traded in 
active markets, and quoted 
market prices for the same are 
not available in many cases. 
This may, therefore, necessitate 
the use of valuation techniques 
in fair valuation at each 
reporting date. Considering 
that FCCBs involve a complex 
conversion feature, entities may 
need to either involve outside 
experts or develop in-house 


expertise. 

(ii) Mark-to-market gains or 
losses are recognized immedi- 
ately in the profit or loss, which 
may result in significant 
volatility. The value of FCCB is 
dependent on four key variables: 
interest rates; underlying share 
price; exchange rate; and own 
credit risk. In the case of own 
credit risk, consider that an 
issuer of FCCB is not perform- 
ing well. This is likely to result 
in a decline in credit rating. As 
the applicable interest rate may 
become higher, the entity will 
recognize a gain on the FCCB 
liability in its profit or loss. The 
converse scenario will also hold 
true. The inclusion of an entity's 
own credit risk often results in 
counterintuitive outcomes. 

If the ED is not modified, it 
would result in an increased use 
of fair value through income 
statement for structured 
financial liability. Certainly, the 
issue of own credit risk 
compounds the problem. The 
proposed treatment will also 
create P&L volatility for long- 
term funding structures. In 
many cases, non-financial 
entities issue structured debt 
for funding purposes where 
there is a market appetite for 
such instruments, making it 
easier to raise funds in this 
form. Those funding opportuni- 
ties would receive a huge blow. 
As IFRS will apply to us in 
2011, those Indian entities that 
have funding through FCCBs 
should raise an alarm and 
make strong representation to 
the IASB, Indian regulators and 
the Institute of Chartered 
Accountants of India. = 

-Dolphy D'Souza 

Partner and National Leader 

(IFRS practice), Ernst & Young 
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Surviving the Slowdown 





India Inc. has shown remarkable resilience amidst the worst economic 
turbulence witnessed since the 1930s that hit the global economy hard 
in the latter half of 2008. Against this backdrop, 77e Analyst 500 brings 
you insights from a financial year which was challenging to the fullest 
and as to how India Inc. successfully weathered the crisis. 
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iscal 2008-09 can easily go down 

in history as the worst year glo- 

bal businesses witnessed since 
the Great Depression of the 1930s. Sto- 
ries of bankruptcies, scams and col- 
lapses dominated the headlines, be it 
print or electronic media or the World 
Wide Web. Beginning October that 
year, as Lehman Brothers took one last 
breath, it became clear that the US fi- 
nancial catastrophe would stymie busi- 
nesses in even far-flung economies like 
India and China. The Economic Survey 
2008-09 sums up it well when it ob- 
serves, “The industrial sector witnessed 
a sharp slowdown during 2008-09 as a 
consequence of successive shocks, the 
most important being the knock-on ef- 
fects of the global financial crisis.” But 
thanks to the timely intervention by 
policy makers and regulators, notably 
the Reserve Bank of India, Indian busi- 
nesses exhibited remarkable resilience 
and braved and fought the worst eco- 
nomic crisis in modern times quite well. 
The performances for the Financial Year 
(FY) 2008-09 say it all. The Analyst 500 
brings you insights from a financial year 
which was challenging to the fullest and 
as to how India Inc. successfully weath- 
ered the storm. Read on... 


Key trends 

Even as talks of the tremor hitting some 
Indian corporates gathered momen- 
tum, India Inc, more or less, remained 
largely unscathed, though exports got 
hit badly and the impact was quite se- 
vere in the textiles sector, IT industry 
managed to scrape through. Given that, 
full marks go to the sector. While it 
would be unfair to expect a repetition of 
the sterling performances companies 
delivered during the last few fiscals, the 
performances this year nevertheless 
were not bad either. A glance at The Ana- 
lyst 500 clearly shows that a majority of 
the players have managed to churn in 
reasonably good numbers. A fact that is 
best illustrated by our top 10 rankers 
this year who have managed to more or 
less deliver good figures during the pe- 
riod under study. Expectedly, the pecking 
order, as far as the top 10 ranks are con- 
cerned, remains unchanged but for one: 
ICICI Bank slips down one rank to the 





ninth place, while NTPC moves up a 
place to No.8. The top 10 ranks 
expectedly are once again dominated by 
the public sector giants, which occupy 8 
out of the top 10 rankings. 

The biggest surprise is the sheer re- 
silience demonstrated by the top-tier 
Indian firms which notched up strong 
gains in their top line, despite facing an 
unprecedented challenge in the form of 
the global financial meltdown. A com- 
parative analysis of the performance of 
the top 10 firms, of which four are refin- 
ers, in our list shows that all the top 
seven firms delivered double-digit 
growth, while Reliance Industries and 
ONGC could manage only single-digit 
growth in their net sales. The biggest 
disappointment came from ICICI Bank, 
ranked 8, which saw its top line dip by 
around 3%. Essar Oil makes a surpris- 
ing debut at No. 11. Among the top 50 
firms, the biggest three rank gainers in- 
clude Reliance Infra (gains 14 ranks), 
Axis Bank (up 13 places), and HDFC 
Bank (up 8 places), while the biggest 
three losers include Sterlite Industries 
(slips 11 places), Hindalco (loses 10 
places), and Adani Enterprises (loses 9 
ranks). However, the picture turns 
gloomy when one looks at the profit per- 
formances of the firms, as 8 out of the top 
10 firms saw a decline in their profits 
during FY’09. The only two to turn in 
growth, as far as PAT is concerned, in- 
clude State Bank of India (PAT growth of 
35%) and National Thermal Power Cor- 
poration (PAT up 10%). On another vital 
parameter of Operating Profits Margin 
(%), our study shows that while there are 
companies which enjoy super-fat mar- 
gins of as high as 50% and above, then 
there is another extreme where compa- 
nies tread on wafer-thin margins of as 
low as 3-4%. Among non-banking/finan- 
cial companies, Minerals, Power and IT 
industry players delivered some of the 
best margins. 

Fifty-nine companies make it to The 
Analyst 500 list, while an equal number 
of companies failed to retain their place 
in this year’s list. In terms of growth in 
net sales, state-owned Indian Oil Cor- 
poration tops the rankings. In terms of 
PAT, another public sector giant, 
ONGC leads the overall rankings. 
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Refinery 


IOC - Pumping Growth 





The public sector giant, Indian Oil Corporation (IOC), tops the rankings this 
year once again, making it six times in a row since the first 776 Analyst 500 
rankings were published in January 2005. 





efinery sector once again re- 

tains its dominance of the 

rankings this year as well, ac- 
counting for about a third (32.71%) of 
The Analyst 500 in terms of the overall 
Net Sales. The public sector giant, 
Indian Oil Corporation (IOC), tops the 
rankings this year once again, making it 
six times in a row since the first The 
Analyst 500 rankings were published in 
January 2005. ЮС, which also has the 
distinction of being India’s largest com- 
mercial enterprise, posted record Net 
Sales of Rs 309,831.14 cr, a jump of 
24% year-on-year, during the fiscal year 
ending March 31, 2009. Bucking an un- 
certain economic climate and volatility 
in international crude oil prices, the 
company’s refineries achieved the high- 
est ever crude oil throughput, register- 
ing a grewth of 3.94% over the previous 
fiscal. In terms of capacity utilization 
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too, IOC surpassed global figures (103% 
vs. 90-92%). However, the company suf- 
fered a severe erosion in its Gross Refin- 
ing Margin (GRM), which crashed to 
$3.69 per barrel from $9.02 per barrel 
during the previous year, owing to a fall 
in the international crude oil prices 
which resulted in inventory losses. The 
company’s profits for the fiscal were 
also lower at Rs 2,949 cr, down 57.65%, 
on account ef a sharp spurt in interest 
outgo, which more than doubled to Rs 
3,952 cr from Rs 1,546 cr, while depre- 
ciation too rose to Rs 3,038 cr from Rs 
2,708 cr during the said period. “During 
the year, the heat was on as borrowings 
rose unabated, Indian Oil faced a li- 
quidity crunch and profitability took a 
hit,” says the company’s annual report 
for the financial year 2008-09. The com- 
pany faced a severe liquidity crunch 
during the first half of the year owing to 


record oil prices in international mar- 
kets, under-recoveries (on account of 
lower domestic petroleum prices), and 
delay in the government support in the 
form of oil bonds (they are issued peri- 
odically by the Government of India to 
compensate the state-owned oil mar- 
keting companies like IOC, BPCL and 
HPCL for pricing controls). However, 
thanks to a crash in international crude 
oil prices, which fell from a high of $147 
per barrel to about $35 per barrel in the 
latter part of the year, which brought 
great relief to the country’s top refiner in 
terms of liquidity though not with refer- 
ence to profitability as inventory pro- 
cured during different periods at high 
prices resulted in significant losses, and 
full compensation received from the gov- 
ernment against under-recoveries, the 
company could post a modest PAT of Rs 
2.949 cr, during the year after incurring 
losses of Rs 6,632 cr in September quar- 
ter and Rs 3,673 cr in the December 
quarter of FY’09. Looking forward, the 
company is hopeful of an improved per- 
formance in FY 2009-10 on the back of a 
stronger rupee (vis-a-vis dollar), lower 
interest rates and comfortable situation 
on both the borrowing front (the company 
still has unsold bonds worth Rs 28,000 
cr, while its borrowings had come down 
to about Rs 32,000 cr, as of May’09) as 
well as under-recoveries. 

Reliance Industries Ltd. (RIL), the 
private sector behemoth, follows IOC at 
No. 2. The Mukesh Ambani-led oil jug- 
gernaut notched up net sales of Rs 
143,722.17 cr, although half of what 
IOC recorded, during the financial year 
2008-09. However, the growth in its net 
sales was much lower at 2.84%, as 
against 25.74% clocked in the previous 
fiscal. The biggest disappointment, 
however, was on the profitability front, 
as it reported a drop of about 22% in its 
net profits at Rs15,309.32 cr. Higher 
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interest cost (up 62% to Rs 1,745 cr) and 
depreciation in rupee (lost 26% of its 
value vis-a-vis dollar) made major 
dents in its bottom line during the said 
fiscal; about 84% of RIL’s long-term 
debt is in foreign currency. Rising depre- 
ciation, which was marginally higher at 
Rs 5,195 er (ув. Rs 4,847 cr in the previ- 
ous fiscal) during the fiscal too caused 
profits to decline. While RIL would be 
no match to IOC in terms of net sales 
and operating profit, the latter wins 
hands down when it comes to metrics 
like operating profit margin and net 
profit margin. RIL's OPM of 17.66% is 
much higher as compared to IOC's 
3.62%, while in terms of NPM, RIL 
earned an NPM of 10.6546 vis-à-vis a 
mere 0.95% gained by IOC. In terms of 
returns to shareholders, RIL outper- 
formed IOC over the three-year and five- 
year time horizon while losing the hon- 
ors to IOC in one-year return category 
(69.46% vs. 78.93%). 

Continuing with our theme of ‘sur- 
viving the slowdown’, we turn to under- 
stand how the two firms, which are gi- 
ants in their own right, could cope with 
the worst ever s.owdown in several de- 
cades. The difference is best reflected in 
the way they dealt with the liquidity 
crunch. While ICC, which is constrained 
by government regulation, had to rely on 
global oil prices to come down and oil 
bonds, RIL was stepping up al! the ef- 
forts to raise capital through various 
means, including issuance of equity 
shares/warrants and raising long-term 
resources from domestic and interna- 


Banking 
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tional markets, syndicated loans, etc. 
Nevertheless, both the companies 
implemented drastic cost-cutting mea- 
sures to improve efficiency and boost 
performance. This is evident in higher 
refining throughput at IOC's refineries. 
The companies' eight refineries (includ- 
ing Bongaigaon Refinery) achieved the 
highest ever refining throughput of 
51.367 MMT during the fiscal year, sur- 
passing the previous best of 49.421 
MMT (including Bongaigaon Refinery) 
during FY 2007-08, registering a growth 
of 3.94%. These refineries together 
achieved a capacity utilization of over 
103% and the highest ever combined 
distillate yield of 75.2 wt%. RIL 
achieved major milestones during the 
fiscal, some of which include commis- 
sioning of the RPL SEZ refinery which 
sets a new benchmark for project imple- 
mentation in the refining sector glo- 
bally; merger of RPL with RIL in what is 


SBI Holds Sway 


State Bank of India, the country’s largest bank, maintains its lead over the 
rivals with an emphatic performance in FY'09. 


he domestic banking sector, af- 
ter having a good run during the 
last 4-5 years came under in- 


tense pressure as it felt the heat from 
the most destructive financial mael- 
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strom, globally, in the latter half of FY 
2008-09. Though Indian banking sector 
did not have much to do with the credit 
crisis that engulfed the US and Euro- 
pean banks in 2008 and the early part 
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termed as India Inc.’s largest M&A deal 
and commencing of production of gas 
and oil at KGD6, the fastest deepwater 
project in the world. The company also 
came out with another outstanding per- 
formance in terms of GRM, which stood 
at $12.2/bbl during the ҒҮ09, reflecting 
strong outperformance against global 
benchmarks. 

The other leading players from the 
industry which find a place in the top 10 
list include BPCL (ranked 3"), HPCL 
(ranked 4%), ONGC (ranked 6%) and 
MRPL (ranked 10%). Interestingly, all 
these four firms retain their ranks over 
the previous year. Essar ОП is the new 
entrant in this year’s rankings, making 
its debut at No. 11. The company’s net 
sales stood at Rs 3,77,95.44 cr, while its 
operating profit was to the tune of Rs 
919.22 cr. The Ruias-promoted firm, 
however, incurred a loss of Rs 513.51 cr 
during the fiscal under review. 


of 2009, yet the global credit crunch that 
ensued in the latter half of 2008 has 
had its impact on them; also, the Re- 
serve Bank of India began tightening its 
noose and resorted to a tight monetary 
policy. As banks tightened their purse. 
strings and interest rates headed 
northward, access to credit became 
hard. Nevertheless, despite the tough 
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business environment, the manner in 
which the apex bank along with domes- 
kic banks handled the situation is really 
commendable. Thanks to their precau- 
tionary stance, the domestic banks not 
only successfully weathered the storm 
but also kept themselves on track to 
benefit from any rebound in the real 
economy, the signs of whose revival is 
now clearly evident. 

Against this backdrop, the perfor- 
mances look quite encouraging. 
Expectedly, State Bank of India, the 
country's largest bank, maintains its 
lead over the rivals with an emphatic 
performance in FY'09. The bank, having 
ranked fifth overall, turned in net in- 
come of Rs 75,588 cr, up a solid 31% y-o- 
y, while its PAT grew 36% to Rs 9,121 
cr, as against Rs 6,729 cr in FY'08. 
Some of the major highlights of its per- 
formance during the fiscal include a ro- 
bust y-o-y growth of 38.08% in its depos- 
its to Rs 2,04,669 cr, a healthy growth in 
its CASA (Current and Savings Ac- 
counts) by 23%, and total deposit 
growth of 41%, which gives it ample re- 
sources for lending in FY '10. During the 
fiscal, the bank's advances too grew by 
about 3096 to Rs 1,26,231 cr. In another 
significant achievement, the bank 
emerged as the country's single largest 
retail lender as it grew its loan books 
substantially; its education loans were 
up 50%, auto loans grew 36%, while 
housing loan portfolio too jumped up by 
21%. Its market share in advances in- 


creased by 83 bps and outperformed the 
industry average. The bank is also now 
reaping good rewards for its early adap- 
tation of technology (as compared to 
other public sector banks), as it re- 
corded a growth of 279% in transactions 
on its Internet banking platform. The 
bank also brought down its gross NPAs 
to 2.84% from 3.04%, a year ago while 
its Net NPAs were down to 1.76% from 
1.78%, during this period. However, 
that is not to say that there were not 
any concerns. On the flipside, the bank's 
NIM (Net Interest Margin) declined 14 
bps to 2.93%, during the fiscal. In fact, 
the NIM dipped in each of the last two 
quarters of the said fiscal after having 
grown in the first half of FY'09. Further, 
its cost of deposits too rose substan- 
tially from 5.61% in FY'08 to 6.03% in 
FY'09, which could put pressure on the 
earnings front; the bank had launched a 
1000-day deposit scheme at a high in- 
terest rate of 10.50% on October 1, 
2008; however, since then it has slashed 
rates several times as liquidity eased 
towards the end of the first half of the 
current fiscal, i.e., FY'10. Also, going 
ahead, the bank could face a rise in its 
NPAs, given the ongoing concerns over 
stress in certain sectors of the economy 
such as real estate and the SME seg- 
ment. Lower provisioning coverage ratio 
ofthe bank too is a major concern. Provi- 
sioning coverage ratio represents the 
proportion of total provisions and tech- 
nical write-offs (made against non-per- 
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forming assets) as a percentage of gross 
non-performing assets. It indicates the 
extent of funds a bank has set aside to 
cover any potential loan losses. SBI's 
provisioning coverage ratio stood at a 
mere 3846 as on end-March 31, 2009. 
According to RBI's new guidelines, 
banks have been asked to improve their 
provisioning coverage ratio to 70% by 
the end of September 2010. Analysts 
opine that this could put pressure on 
profits of banks like SBI, ICICI Bank, 
and Canara Bank, which have had low 
provisioning ratio; ICICI Bank had a 
PCR of 53.5% (as on March 31, 2009) 
and Canara Bank of 28%. In another 
cautionary move, the apex bank has 
hiked the provisioning requirement for 
advances to the commercial real estate 
sector from 0.4% to 1%. While the move 
could curb banks’ exposure to commer- 
cial realty, it could also weigh on the 
banks’ (with substantial exposure to 
the segment) bottom lines, going for- 
ward. 

Moving on, on the market capitali- 
zation front, SBI with a market capi- 
talization of Rs 93,632 cr, as on October 
23, 2009, is way above the nearest rival, 
private sector giant, ICICI Bank (M-cap 
of Rs 63,581 cr), which has delivered 
disappointing performances during the 
same period. ICICI Bank, which saw a 
change in the guard at the top this year 
with Chanda Kochhar taking over the 
reins of the bank from the charismatic 
KV Kamath, who ran the show as its 
CEO for close to seven years, saw its net 
income drop 2.71% to Rs 39,254 cr while 
its profits fell almost about 10% to Rs 
3,758 cr, during FY’09. The bank attrib- 
uted the lackluster performance to a 
sharp slowdown in retail credit growth 
due to a combination of factors like vola- 
tile interest rate environment, high as- 
set prices and the impact of economic 
slowdown on consumer spending. How- 
ever, this trend was not confined to 
ICICI Bank alone and, in fact, visible 
across the banking landscape in the 
country. According to the bank’s annual 
report for FY’09, “Retail credit growth of 
scheduled commercial banks has now 
decreased from about 30% over the last 
few years to about 15% in fiscal 2008 
and to less than 10% in fiscal 2009.” 
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The sharp fall in retail lending book 
was also on account of a conscious move 
by the ICICI Banx to reduce exposure to 
risky assets in the wake of the global 
liquidity crunch. “During fiscal 2009, we 
focused on risk containment in the re- 
tail credit business. We tightened our 
lending norms and moderated our dis- 
bursements, especially in the unse- 
cured retail loans segment,” mentions 
the bank’s annual report. However, it 
adds, “We continue to believe that re- 
tail credit has robust long-term growth 
potential, driven by sound fundamen- 
tals, namely, rising income levels and 
favorable demographic profile. We are 
the largest provicer of retail credit in 
India with a total retail portfolio of Rs 
1.062.03 bn at March 31, 2009, consti- 
tuting 499» of our total loans." On the 
positive side, the bank's increased em- 
phasis on increasing the proportion of 
the low-cost retail deposits boosted its 
CASA deposits, as a percentage of total 
deposits, to 28.7% in FY’09 from 26.1% 
in FY’08. The bank also expanded its 
branch network (including extension 
counters) from 1,262 to 1,419 branches, 
during the said period. 

Among the others that figure in our 
top 10 banks list include the second 
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largest public sector bank, Punjab Na- 
tional Bank (everall rank: 20), HDFC 
Bank Ltd. (at No. 25), Bank of India (at 
No. 27), Canara Bank (rank 29), Bank 
of Baroda (rank 30), Axis Bank (overall 
rank 34), IDBI Bank (rank 37), and 
Union Bank of India (overall rank 38) in 
the same order. While PNB recorded a 
net income of Rs 21,993.54 cr, up 
36.96% y-o-y, in comparison, both 
HDFC Bank and Axis Bank notched up 
similar yet relatively much higher 
growth of 56% in their top line at Rs 
19,799 cr and Rs 13,676 cr, respectively. 
Development Credit Bank, which finds 
a place at No. 435, is the only bank to 
incur loss during the FY’09. A signifi- 
cant rise in total expenditure from Rs 
626 cr in FY’08 to Rs 690 cr in FY’09 and 
a share jump in provisions (other than 
tax) and contingencies, which more than 
doubled from Rs 73.47 cr to Rs 161.93 
cr, during the same period, pushed the 
bank into losses. As a result, DCB in- 
curred a loss of Rs 88 cr in FY’09 as 
against PAT of Rs 38.33 cr in the previ- 
ous fiscal. During the same period, the 
bank’s NIM contracted to 2.86% from 
3.03%, while its cost of funds rose to 
8.43% from 8.09%. However, on a posi- 
tive note, the yield on advances, inched 


SAILing All the Way 


SAIL, the largest steel producer in India, reinstates its position as the 
undisputed industry leader with 7" rank in 7he Analyst 500 this year. 


he global steel industry declined 

by 20% in FY2008-09 y-o-y as 

the global liquidity crunch en- 
gulfed the developec economies like the 
US, UK and Europe. While the demand 
for steel was going strong in H1 of 2009, 
with the onset of global financial crisis, 
various sectors like construction and 
manufacturing witnessed a severe li- 
cuidity crunch that led to a severe 
weakening in the demand for steel. 
Thus, the declining demand and falling 
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prices hit the profits of the companies, 
which had to implement belt-tightening 
measures like layoffs and shutting 
down plants. The global steel produc- 
tion was down by 269 million tons for 
2009, with the largest decline in coun- 
tries like the US, UK and Europe. 
Emerging economies like India and 
China were also affected by the crisis, 
but India is poised to recover faster 
than its global peers with a growth of 
2% in 2009. The Indian steel industry 


up marginally to 13.58% from 13.32%. 
The bank, which had been without a 
CEO for quite some time, has em-|! 
barked on an ambitious restructuring 
drive to curtail costs and boost opera- 
tional efficiency after Murali M 
Natrajan, an ex-Standard Chartered 
Bank head took the reins of it recently. 
Lakshmi Vilas Bank makes its debut 
in this year’s rankings at No. 436 witha 
net income of Rs 742 cr, up about 30% y- 
o-y, and PAT of Rs 50.30 cr, almost 
double from the previous year. 

In another interesting observation, 
we find that 17 out of 38 banks which 
feature in The Analyst 500 this year 
have delivered a growth of 30% and 
more in their net income, while 14 
banks notched up a growth of 30% and 
more in their PAT. HDFC Bank and 
Axis Bank were the top performers in 
terms of net income growth among the 
industry peers, while Oriental Bank of 
Commerce emerged as the top per- 
former across banks in terms of PAT 
growth, as it grew its bottom line into 
three-digit figures (156%, to be precise). 
Only eight banks could make the cut 
when it came to growing their PAT at 
50% and above, while just three banks 
grew their net income in excess of 50%. 


contributes to over 5.08% of net income 
of 500 companies. Taking the top hon- 
ors once again is Steel Authority of In- 
dia Ltd., the largest steel producer in 
India, which reinstates its position as 
the undisputed industry leader with 7" 
rank in The Analyst 500 this year. The 
public sector company excels in various 
parameters like Net Income, PAT, 
PBDITA and M-CAP. The net sales о! 
the company for the year 2008-09 
soared 10.55% to Rs 45,020.75 cr from 
Rs 40,724 cr last year; the profit after 
tax figures however were down 18.07% 
to Rs 6,174.81 cr against Rs 7,536.80 сі 
over the same period last year. The 
PBDITA slipped to negative zone witk 
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-14.54% to Rs 11,063.49 cr against Rs 
12,946 cr and the operating profit mar- 
gin was 24.57%; the average market 
capitalization for the year stood at Rs 
50,887.39. 

Next to follow is Tata Steel, India’s 
most trusted brand, which slipped 
down one place te 17% this year, while 
recording a positive growth across all 
parameters. The net sales rose бу 
21.28% to Rs 24,798.01 cr against Rs 
20,446 cr; PAT growth was up by 


Automobiles 


10.98% to Rs 5,201.74 cr against Rs 
4,687 cr; PBDITA was also up by 
10.92% to record Rs 9,806.57 cr over the 
previous year. The OPM and 
M-CAP figures were 39.55% and Rs 
23,938.50 respectively. 

JSW Steel Ltd. comes next. The com- 
pany improves its yearly ranking by four 
places to 33" rank in The Analyst 500. Its 
net sales grew nearly 22% to Rs 
13,947.36 cr in FY’09, as against Rs 
11,443 cr in the last year. However, its 


PAT fell sharply by 73.47% to Rs 458.80 
cr, as against Rs 1,728.20 cr, during the 
same period; PBDITA also followed the 
negative trend by -35.33% to Rs 2,391.89 
cr against Rs 3,698.40 cr a year ago. The 
company reported OPM and M-CAP of 
17.15% and Rs 8,352.94 respectively. 

On the downside, Pennar Industries 
reported the lowest net sales in the 
table with Rs 629.20 cr, while Tulsyan 
NEC Ltd. registered the lowest M-CAP 
figures of Rs 25.24. 


TATA Motors - Riding the ‘Nano’ Wave 





Topping the industry list is Tata Motors with net sales of Rs 27,016.56 cr, 
although lower by 7.83% over the previous year’s figure. 


he global automobile industry 

witnessed a slump in sales 

post the global economic tur- 
moil, which hit the demand across seg- 
ments, including commercial vehicles, 
passenger cars and two and three 
wheelers. However, the Indian automo- 
bile industry showed remarkable resil- 
ience amidst the turbulence helped by 
factors such as a healthy demand Баск 
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home, strong focus on cost-efficiency, 
new product launches, and of course, at- 
tractive sales strategies, including of- 
fering discounts and freebies, which en- 
sured that demand does not dip drasti- 
cally even as banks turned off the tap on 
auto loans or were going slow in sanc- 
tioning new auto loans. In fact, what 
also helped the sector buck the global 
slowdown, which severely affected their 


exports, was the fact that some of the 
players like Hero Honda, Tata, Maruti 
Suzuki and M&M stepped their rural 
focus which paid rich dividends, as the 
hinterland remained largely unaffected 
by the worst economic downturn. For 
the domestic automotive industry, and 
perhaps for the global auto industry as 
well, the year was a watershed as the 
Tatas launched their uitra low-cost car, 
Nano, priced at just Rs 1 lakh (approxi- 
mately $2,000). Tata Nano stormed the 
world by surprise and showcased Tata's 
frugal engineering that created its own 
space. Besides these, price cuts by lead- 
ing players across their models and fall 
in interest rates towards the fourth 
quarter too helped the domestic autc 
industry brave the gloomy environment 
and deliver healthy numbers. 

The automobile industry with total 
net sales of Rs 1,16,816.11 cr account: 
for around 4.2896 of the total net sales 
delivered by top 500 companies in The 
Analyst 500. Topping the industry list is 
Tata Motors with net sales of Rs 
27,016.56 cr, although lower by 7.83% 
over the previous year's figure. As a re 
sult, the company slips down five places 
to 16% rank in The Analyst 50€ 
rankings. The company's (stand-alone 
net profits dropped 49.90% to Rs 
1,016.55 cr, while its operating profit: 
(PBDITA) were lower by about a quar 
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ter at Rs 2,656.26 cr. Tata Motors’ (con- 
solidated) performance was also af- 
fected on account of its acquisition of 
the iconic, yet loss-making, Land Rover 
and Jaguar from global auto maker, 
Ford. However, a section of experts 
viewed the move by the Tatas as too 
ambitious at a time when economies 
like US and Europe are giving more em- 
phasis to stricter emission norms and 
on popularizing fuel-efficient and hy- 
brid versions. The deal impacted Tata 
Motors’ profits, as the company regis- 
tered combined losses of $520 mn dur- 
ing the said fiscal, owing to the global 
downturn that triggered massive job 
cuts and plant shutdowns across Eu- 
rope, including Britain. Now as the eco- 
nomic recovery is said to be underway, 
the company hopes that its now refur- 
bished the new Jaguar XF version and 
Land Rover would help it turn around 
its British subsidiary, as it pins hopes 
on demand revival in developed mar- 
kets like Europe and emerging markets 
including Brazil, China and India. On 
the domestic front, the company feels 
that its focus on launching new/refur- 
bished models such as Vista, Xeon, 
World Truck, and recently introduced 
Manza will help it go on top gear once 
the demand picks up globally. 
Following Tata Motors is the pas- 
senger car leader Maruti Suzuki, which, 
в however, slips two places down to 22" 
rank in The Analyst 500 rankings. The 
company which notched up net sales of 
Rs 21,250.80 cr, up about 15% y-o-y, 
however, witnessed a sharp decline of 
30% in its profits after tax at Rs 1,218 





cr for the financial year 2008-09. The 
country’s top car maker, which sells ev- 
ery second car in the country and mak- 
ers of such successful models like Swift, 
Dzire and Alto, saw its operating profit 
decline about 22.06% to Rs 2,433.30 er 
during the same fiscal. Improving its 
rankings up one place to 35" rank in The 
Analyst 500 is utility vehicles major, 
Mahindra & Mahindra (M&M). Backed 
by the roaring success of its popular 
hatchback, Scorpio, and its new offering, 
XYLO, the company clocked the highest 
net sales growth of 15.56% to Rs 
13,390.09 cr, over last fiscal, among its 
industry peers. However, its PAT de- 
clined by 24.16% to Rs 836.78 cr and its 
operating profit also slipped by 15.63% 
to Rs 462.10 cr. 

In the two-wheeler segment, Hero 
Honda races ahead of the rivals, jump- 
ing four places to 36" position in The 
Analyst 500. Interestingly, it is the only 
player in its segment to register posi- 
tive growth across the parameters for 
the fiscal year 2008-09. The company’s 
net sales stood at Rs 13,103.93 cr, up 
19% from Rs 11,011.68 cr last year, 
while its PAT recorded a robust growth 
of 32.43% to Rs 1,281.76 cr and operat- 
ing profit grew about a quarter to Rs 
1,964.65 cr, besides clocking a healthy 
OPM of 14.99% during the same period. 
Bajaj Auto follows next, though it slips 
three places down to 53“ rank in The 
Analyst 500 list. The company’s perfor- 
mance was disappointing in compari- 
son, as it could grew its net sales only by 
a tad 1% to Rs 9,116.62 cr, while the 
profits after tax dropped 13.40% to Rs 
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654.50 cr; PBDITA too fell 15.71% to Rs 
1,103.79 cr. The company also earned a 
relatively lower operating profit margin 
at 12.11%, during the year, as com- 
pared to the industry leader, Hero 
Honda. 

Going ahead, the Indian automobile 
industry appears set for a phenomenal 
growth across various sectors, subject 
however to the pace of recovery in the 
economy and hence demand. Neverthe- 
less, going by its remarkable resilience 
during the last year’s global financial 
meltdown, there is no doubt the Indian 
economy is set to outgrow most of the 
other nations and emerge among the 
fastest growing economies in the world. 
All these would augur well for the in- 
dustry, though competition is only going 
to heat up, as more and more global 
players enter the domestic scene. 
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Information Technology 


TCS - Scaling New Heights 





Leading the industry league table once again is Tata Consultancy Services 


at No. 19. 


he Information Technology in- 

dustry which has become a ma- 

jor growth engine for the 
economy over the past few years by con- 
tributing substantially to the country’s 
GDP, however, could not escape the 
worldwide economic slowdown of the 
last year, which extended to the early 
part of this year as well. As the clients 
in developed markets got hit and re- 
sorted to drastic cuts on their IT bud- 
gets, it resulted in a lower number of 
contracts/ businesses coming to the do- 
mestic tech majors, which forced them 
to carry cut massive cost-cutting exer- 
cises, including layoffs, freeze hiring, re- 
ductions in salaries and bonuses. Ris- 
ing competition in the global arena also 
saw the Indian IT players losing their 
‘low-cost services’ model to countries 
like Mexico and Brazil due to severe 
currency fluctuations in dollar, which 
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has had a severe impact on the domes- 
tic players’ bettom line. Nevertheless, 
the Indian IT players stepped up efforts 
to sustain ther growth momentum by 
diversifying што new verticals, horizon- 
tals and also geographies to trim the 
extent of damage from a weak US 
economy and the greenback. Further, to 


take advantage of the new low-cost and 
competing locations, Indian IT players 
also increased emphasis on establish- 
ing their offshore operations in low-cost 
countries like China, Brazil and Tur- 
key. 

Moving on to the rankings, this year 
IT and ITES industry accounted for 
3.71% of the overall net sales of The 
Analyst 500 companies. Leading the in- 
dustry league table once again is Tata 
Consultancy Services (TCS) at No. 19. 
The company notched up the highest net 
sales among its peers with a rise of 
19.50% to Rs 22,619.54 cr in FY’09, as 
against Rs 18,928 cr in the previous fis- 
cal. Its profit after tax was also up by 
4.16% to Rs 4,696.21 cr, as against Rs 
4,508.76 cr during the corresponding 
period in the previous year. The tech 
giant’s operating profit rose 4.03% to Rs 
6,091.26 cr against Rs 5,855.16 cr, 
while its operating profit margin stood 
at 26.93%, during the said fiscal. 

Wipro Ltd. follows TCS with the 
overall ranking of 21*. The company re- 
corded net sales of Rs 21,954 cr, up 
23.12% on y-o-y basis, during FY’09, 
while its profit after tax dipped margin- 
ally by 2.92% to Rs 2,973.80 cr, as 
against Rs 3,063.30 cr during the corre- 
sponding period the previous year. The 
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soap-to-software giant’s operating 
profit, however, grew 5.37% to Rs 
4,815.30 cr, as against Rs 4,095.50 cr 
during the last fiscal. Its operating 
profit margin stood at 19.66% during 
the same period. Next to follow is 
Infosys Technologies, which retains its 
overall ranking over the last year’s at 
No. 23. The technology bellwether’s net 
sales grew by about a robust 30% to Rs 
21,122.00 cr in FY’09, as against Rs 
16,291 cr last year. Тһе Nasdag-listed 
firm turned in profit after tax of Rs 
5,819 cr, a jump of 30.18% y-o-y. In 
terms of PBDITA too, it delivered a 
growth of 28% to Rs 7,609 er. The 
company’s average market capitaliza- 
tion of Rs 91,611.65 for the year 2008- 


Power 


09 was the highest in its sector. Slip- 
ping seven positions down to 113" rank 
is Tech Mahindra, which was recently in 
the news for its acquisition of the belea- 
guered Satyam Computer Services. 
Mahindras-owned tech giant managed 
a net sales growth of 18.26% to Rs 4,632 
cr in 2008-09, as compared to Rs 
3,688.40 cr in the previous fiscal. The 
company outperformed industry rivals 
in terms of PAT growth with a three- 
digit figure of 188.31% to Rs 986.60 cr, 
as against Rs 342.20 cr last year. Its 
operating profit which too grew in three- 
digits of 148.33% to Rs 1,228.50 cr, 
from Rs 494.70 cr last year, was also 
the highest among the industry peers. 
In contrast, Mindtree recorded the low- 


est PAT growth, PBDITA growth and 
operating profit margin in the industry. 

In the IT hardware category, HCL 
Technologies topped the list with net 
sales of Rs 12,426.64 cr, a rise of 6.45% 
over the previous year. However, the 
company registered a net loss of Rs 
304.75 cr during the period. 

The computer hardware and periph- 
eral industry churned in lackluster per- 
formances during the said fiscal, as 
their major customer segments, like 
small and medium enterprises, BPO 
companies and corporate offices, scaled 
back IT hardware spending. The dete- 
riorating business condition resulted in 
the decelerated growth rate of the do- 
mestic IT hardware sector. 


NTPC - A Power-Packed Performance 


NTPC tops the list in the Power Generation category, improving its ranking 
by one place to the 8" rank in 7he Analyst 500. 


he Power sector has been one of 

the key drivers of the economic 

growth and industrialization in 
the country and resembles one of the 
critical infrastructural requirements 
for the development and sustenance of 
several sectors in the country. India ac- 
counts for over 2.5% of the global annual 
energy consumption. The availability of 
reliable and uninterrupted supply of 
power is very important for the develop- 
ment of the economy. Moreover, this 
sector has tremendous potential for 
employment zeneration, and the 
government's approval for FDI in this 
sector will only augur well for the power- 
hungry nation. The power industry con- 
stitutes around 2.77% of the total net 
sales of The Analyst 500 companies in 
the year 2008-09 and is hugely domi- 
nated by public sector companies. The 
compounded net sales stood at Rs 
82,650.47 cr. Ir this category, National 
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Thermal Power Corporation, a public 
sector power generation company, tops 
the list in the Power Generation cat- 
egory, improving its ranking by one 
place to take 3^ rank in The Analyst 500 
this year. The company exhibited ro- 
bust performance across all variables— 
its net sales clocked 12.41% to Rs 
44,926.50 cr against Rs 39,966.30 cr 
last year; profit after tax was also up by 
10.61% to Rs 8,201.30 cr against Rs 
7,414.80 cr last year; PBDITA grew by 
11.16% to Rs 15,510.6 cr, against Rs 
13,953.70 cr last year. The company's 
operating profit margin also grew by 
34.52%. 

Taking the second position is Reli- 
ance Infrastructure, whose net income 
rose by 54.88% to Rs 10,610.30 cr over 
last year. The company moved up 14 
positions to 49% rank in The Analyst 
500 this year with an impressive all- 
round performance, its PAT was up by 


5% to Rs 1,138.88 cr, against Rs 
1,084.63 cr last year; on other param- 
eters, PBDITA stood at Rs 1,828.23 cr, 
an increase by 2.72% over the previous 
year; and operating profit margin was 
17.23%. 

Notching up three places to 63" 
rank is Tata Power, which managed tc 
excel in all the parameters. The 
company’s net sales was up by 23.21% tc 
Rs 7,874.58 cr, against Rs 6,390.98 сі 
last year. The company’s profit after tax 
rose 6.01% to Rs 922.20 cr, against Rs 
869.90 cr last year. Other parameters 
like PBDITA rose by 24.10% to Rs 
1,898.33 cr, against Rs 1,529.73 cr lasi 
year; OPM clocked a growth of 24.1%. 

Among other players, Torrent Power 
recorded the highest growth in profit af: 
ter tax of 93.09% to Rs 407.89 cr anc 
PBDITA growth of 37.43% to Rs 
1,004.97 cr. On the downside, Gujarat 
Industries Power Co. Ltd. recorded the 
lowest net sales of Rs 1,163.40 cr; profi! 
after tax of Rs 85.32 cr; and PBDITA o 
Rs 220.86 cr. 
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Bharti Airtel - Ringtones of Success 





Private sector telco, Bharti Airtel tops the ranks in the telecommunications 


sector in 7he Analyst 500. 


fastest growing telecommunica- 

tions markets in the world. Accord- 
ing to the Department of Telecommuni- 
cations (DoT), the country has the third 
largest telecom network and the second 
largest wireless network in the world. 
No doubt, telecom was one of the most 
fledgling stories of India Inc. in FY’09 as 
well, notwithstanding the general eco- 
nomic slowdown. The sector made rapid 
strides in terms of additions of new sub- 
scribers, and hence the impressive 
telecom penetration in the country. The 
industry players added a whopping 
number of 129 million new subscribers, 
which saw the total number of tele- 
phone connections (both wireline and 
wireless) cross the magical figure of 400 
million and reach 429.72 million, as on 
March 31, 2009. Subsequent to it, the 
country’s tele-density zoomed from 


[= has been among one of the 
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26.22% in FY’08 to close to 37% in 
FY’09. 

Private sector telco, Bharti Airtel 
(overall rank 13), which tops the ranks 


in the telecommunications sector in 
The Analyst 500, trampled PSU behe- 
moth BSNL to emerge as the country’s 
top telecom service provider during the 
fiscal. The company posted net sales of 
Rs 34,387.92 cr, an impressive growth 
of 33%, y-o-y, during fiscal 2008-09. 
The company also outperformed indus- 
try rivals in terms of PAT growth, 
which jumped a healthy 24% to Rs 
7,744 cr during the same fiscal. Be- 
sides, the telecom juggernaut success- 
fully protected its OPM at 35%, though 
down 500 bps over the previous year, 
despite faced with increased competi- 
tive pressure and tumbling tariffs. The 
company also improved its ranking 
from 14% rank last year to 13 this 
year. Reliance Communications, the 
Anil Ambani-owned firm, follows 
Bharti next at No.2 in the industry- 
wise list, where it is placed at No. 32 in 
the overall ranking. The company, 
which goes up by three ranks this year 
over its last year's ranking (from 32^ 
rank to 29"), posted a growth of a mere 
6%, y-o-y, to Rs 14,788.76 during the 
said fiscal. However, it did better than 
the industry leader, Bharti Airtel, in 


Operator-wise Market Share of GSM Service Providers 


as on 31st March 2009 


Spice 1.39% 


MTNL 1.41% 


Aircel 6.22% 


Reliance 6.73% 


Idea 13.08% 


BSNL 15.71% 


Source: TRAI 


BPL 0.73% 
/ 


/ 


Bharti 31.60% 


Vodafone 23.13% 
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terms of PAT growth, аз it recorded а 
jump of about 86% in net profits to Rs 
4.803 cr, and also recorded relatively 
better OPM with а figure of 52%, which 
also happens to be the highest among 
the industry peers. It is followed by the 
only listed state-owned telco, 
Mahanagar Telephone Nigam Ltd. 
(MTNL) at No. 94 (overall ranking), 
which disappointed with its perfor- 
mance, as it registered a decline in net 
sales whieh declined marginally at 
less than a percent to Rs 4,964 er, 
while its PAT dropped significantly by 
64% to Rs 212 cr during the fiscal year 
under review. Tata Communications 
Ltd. and Tata Teleservices are the 
other notable names from the seetor 
that figure in the ranking list. Tatas- 
owned Tata Communications notched 


Cement 


up net sales of Rs 4,275.84 cr, up about 
27% y-o-y, while its PAT grew at a 
healthy 69.9% to reach Rs 1,329 cr dur- 
ing FY'09. However, the company also 
recorded a decent increase in its OPM 
to 31.09% (from 23.56% in FY'08), dur- 
ing the said fiscal. Following Tata 
Communications Ltd. is another group 
firm, Tata Teleservices (Maharashtra) 
Ltd., which moved ahead by three 
ranks (from 201 to 197) in The Analyst 
500 ranking and has recorded Rs 
2,029.16 cr as net income. However, it 
has posted a net loss of Rs 159.60 cr 
during the fiscal 2008-09, affecting its 
net profit margins adversely by nega- 
tive 7.87%. It has Rs 52.17.10 as aver- 
age market capitalization, while its 
forerunner has recorded Rs 13,750.84 
as average market capitalization. 


Grasim on Top 


Grasim Industries leads the group with a positive growth rate in net 


sales. 


producer of cement with a total in- 

stalled capacity of 219 MT. It saw a 
drastic fall in demand post-financial 
crisis, which almost froze all the build- 
ing and construction work throughout 
the nation. However, due to various in- 
frastructure projects, road networks 
and housing facilities initiated by gov- 
ernment, the sector has successfully 
emerged from recession and posted an 
increase of Rs 6,163.85 cr in its net 
sales on y-o-y basis in The Analyst 500, 
with total dispatches having increased 
to 181 MT in 2008-C9 from 170 MT in 
2007-08. 

Cement production is projected to 
increase to 236.16 MT by fiscal year 
2011. The industry elso saw three new 
entrants in fiscal 2008-09: Rain Com- 
modities Ltd., Heidelberg Cement In- 
dia Ltd., anc Saurashtra Cement Ltd. 
This year’s top 10 companies have re- 


Е is the world’s second largest 
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tained the previous year’s ranking in in- 
dustry segment. Among the 20 compa- 
nies, except for two companies, Sanghi 
Industries Ltd and Prism Cement Ltd., 
all the other companies have recorded 
positive growth in net income variable. 
Leading the group is Grasim Indus- 
tries, which posted Rs 11,006.96 cr as net 
sales. It even topped the industry seg- 
ment in PAT and PBDIT by recording Rs 
1,647.96 cr and Rs 2,925.33 cr respec- 
tively. Following the leader is ACC Ltd., 
which has recorded a net sales of Rs 
7,268.98 cr, an increase of 5.20% on y-o-y 
basis. At third place is Ambuja Cements 
Ltd., which recorded a net sales of Rs 
6,650.22 cr and has topped in NPM (%) 
variable by recording 21.09% increase on 
y-o-y basis. Chettinad Cement Corpora- 
tion Ltd., ranked 14" in cement industry, 
has jumped from 353" to 328% rank in 
The Analyst 500 and also topped in OPM 
(%) with 42.60% for the fiseal 2008-09. 


In sixth and seventh positions are 
Tulip Telecom Ltd. and Spice Commu- 
nications Ltd. which have moved aheadi 
by 58 (from 280% to 222") and 100 
(from 333" to 233") places respectively 
in The Analyst 500 ranking. An interest- 
ing case is that of Spice Communica- 
tions Ltd. Though being at seventh posi- 
tion in telecom sector, it has recorded 
the highest increase in net income on y- 
0-y basis by recording Rs 1,616.11 cr in 
2008-09 from the previous year's Rs 
1,001.44 cr. Nevertheless, it incurred a 
substantial loss of Rs. 1,015.22 cr while 
its PBDITA also turned negative, during 
the same period. As a result, both the 
operating profit margin (%) and net 
profit margin (%) too were in the nega- 
tive territory. 


However, it is Rain Commodities 
Ltd., a new entrant this year at 359% 
rank in The Analyst 500, which has re- 
corded an increase in net sales by more 
than 100% by posting a net sales of Rs 
1,005.19 cr, an increase of 145.7796 
over the previous year's net sales of Rs 
408.99 cr. It even stood first in terms of 
growth percentage in PAT and 
PBDITA and recorded 235.9096 and 
131.6946 respectively. 

Another new entrant to the list is 
Saurashtra Cement, ranked 441* in 
The Analyst 500, which recorded a net 
sales of Rs 724.05 cr; however, its PAT 
declined to Rs 48.15 cr and PBDITA to 
Rs 47.74 cr for the year 2008-09. The 
last company in the cement industry 
segment is Prism Cement Ltd. which 
has recorded a negative growth rate in 
net sales (-17.31%), PAT (-50.08) and 
PBDITA (-46.46) and posted Rs 626.69 
cr net sales, Rs 96.23 cr PAT and Rs 
177.80 cr PBDITA. 
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Zee Steals the Show 





Zee Entertainment Enterprises Ltd. wins the statuette in the Media and 


Entertainment category. 


he Media and Entertainment in- 

dustry has been growing at a 

phenomenal rate over the years. 
The industry, which accounts for 0.22% 
of the overall net sales in The Analyst 
500, a small pie of course, nonetheless, 
grew at a blistering pace of 16.6% annu- 
ally from 2004-2008, though the growth 
was muted towards the fourth quarter 
of 2009. Global slowdown, coupled with 
clients curtailing their ad budgets, hit 
the industry’s revenues hard. Print me- 
dia, consisting of both newspapers and 
publications, which accounts for around 
49% of the media industry, witnessed a 
decline in the number of issues; mostly, 
pages were reduced to meet the cost fac- 
tor. Also, the fact that many consumers 
discontinued their monthly supple- 
ments further impacted the revenues of 
these players. The rise in newsprint 
costs further added to the woes of the 
print media industry. In the television 
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sector, the aggressive approach adopted 
by various players to take the lead re- 
sulted in the decline of profitability 
drastically. However, job losses and re- 
duction in pay packages meant that 


‘GENERAL Entertainment 


1300 
1200 
1100 


Pre new GEC Launches 


there were more viewers glued to their 
television sets, which in turn added to 
more viewership and hence better rev- 
enues. The roaring success of IPL and 
similar T20 cricket tournaments too 
boosted the demand for prime ad slots. 

Coming to the ranking part, HT Me- 
dia tops the media industry rankings 
with net sales of Rs 1,347.53 cr, up 
10.17% over the last year. Next to follow 
in the list is Jagran Prakashan Ltd., 
which registered a net sales of Rs 
838.75 cr, with a y-o-y growth of 9.15%. 
The company recorded PAT of Rs 91.63 
cr for 2008-09 and PBDITA of Rs 
179.77cr, as against Rs 188.14 cr last 
year. It notched the highest M-CAP of 
Rs 2,102.03 among the three compa- 
nies in the Print Media Industry. 
Deccan Chronicle Holdings Ltd. follows 
next with net sales of Rs 813.75 cr, as 
against Rs 782.50 cr last year. The com- 
pany topped its industry peers in terms 
of both PAT and PBDITA with Rs 
140.07 cr and Rs 306.55 cr, respectively. 
On the flipside, it registered a decline in 
both its PAT and operating profit, 
which fell 48.49% and 39.95%, respec- 
tively. 


ш Colors 
88 Star Plus 
Zee TV 
@ Sony 
№ Sahara One 
Ш Star One 
@ Sab 
Ш NDTV Imagine 
m 5х 


Post new GEC Launches 


Post the launch of new GEC's (9X, Colors, NDTV Imagine, Real) overall GRP's have increased from approximately 900 to 1200, an increase of 
33% in less than a year. 


Source: TAM (pre November 2007 & Week, 27, 2009) 
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Now Showing Net Sales Winners 


(Rs in cr) 


Zee Enterteinment Enterprises Ltd. 22222 2224 44 1308.31 
Sun TV Network Ltd. б оо 1000.76 
Dish TV India Ltd. 222. 72675 








In the Media Broadcast category, 
the winner is Zee Entertainment Enter- 
prises Ltd., which notched 14 places to 
287" rank in The Analyst 500 rankings. 
The media giant takes the prime spot 
with net sales of Rs 1,308.31 er, regis- 
tering a growth of 14.94% over last year. 
The company also witnessed a rise in 


Ground ‘Realty’ 


its PAT growth of 4.95% at Rs 309.74 cr, 
as against Rs 295.12 cr last year. On 
other parameters like OPM and M- 
CAP, the company registered figures of 
36.61% and Rs 6,737.51, respectively. 
On the downside, its PBDITA figures 
registered a negative trend of 1.21% at 
Rs 479 cr, as against Rs 484.86 cr last 


DLF - Slowdown Blues 


The realty major, expectedly, slips 56 positions to 125" rank in 


The Analyst 500. 


eal Estate, which was going 

great guns curing the last few 

s, was the worst affected 

sector by the global meltdown. The re- 
alty sector’s total net sales declined by 
13% to Rs 7,642.77 cr over the previous 
year and accounted far 0.28% of overall 
net sales of The Analyst 500 companies. 
The realty industry, which prospered 
during the information technology boom 
with multifold jump in demand for resi- 
dential housing as well as commercial 
establishments, suddenly tumbled due 
to the global financial crisis that re- 
sulted in severe job losses and uncer- 
tainty in the job market. The year 2008- 
09 also saw many realty players suffer 
the double whammy of delinquencies on 
the part of home buyers on the one hand, 
while they were also left saddled with 
high-cost land bank which they pur- 
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chased at sky-high valuations during 
the boom time, and over-leveraged bal- 
ance sheets, on the other. Realty devel- 
opers accumulated huge land banks 
with the anticipation of higher profits in 
advance by excessively borrowing from 
banks and were mostly focusing on the 
premium and commercial properties. 
However, the sector is now making 
amends by changing its focus from pre- 
mium and commercial properties to the 
middle ground (segment) and also to af- 
fordable housing, which has always at- 
tracted good demand from the burgeon- 
ing middle class in India. 

Leading the pack in the Real Estate 
category in this year's The Analyst 500 is 
DLF India. The reaity major, expectedly, 
slips 56 positions te 125" rank with net 
sales of Rs 3,820.50 cr, down 36.7896 
over last year. The realty giant regis- 


year. Second in the list is SUN TV Net- 
work Ltd., which also improves its 
yearly ranking to 341“ in this year's 1$ 
The company registered net sales of Rs 
1,069.76 cr, up 16.754» over last year. 
The company also recorded the highest 
PAT growth, PBDITA growth and M- 
CAP among its peers; its PAT grew 
19.11% to Rs 437.11 cr, as against Rs 
366.98 cr last year; PBDITA grew 
24.49% to touch Rs 854.68 cr, as 
against Rs 686.53 cr last year, while M- 
CAP stood at Rs 8,501.12. DISH TV In- 
dia Ltd. follows next with net sales of 
Rs 726.75 cr, a growth by 75.1296 over 
the previous year. The company, how- 
ever, registered a decline in its PAT by 
15.27% to Rs 476.28 cr, as against Rs 
413.20 cr last year. 


tered net loss by 38.73% to Rs 1,577.58 
cr over the previous year. Its operating 
profit also followed a negative trend with 
figures of Rs 3,200.69 cr, down by 
18.42%. Unitech, another leading realty 
player, too slips 43 places to 176" rank 
in The Analyst 500. The company re- 
corded a decline of 18.2% in its net sales 
at Rs 2,417 cr during FY’09. The 
company’s PAT too dipped by 28.21% to 
Rs 739.66 cr, as against Rs 1,030.30 cr 
last year, while its PBDITA fell 4.63% to 
Rs 1,652 cr, as against Rs 1,732.15 cr 
during the same period last year. On the 
contrary, Pratibha Industries put up an 
impressive show with a growth in its net 
sales by 57.32% to Rs 740.32 cr, as 
against Rs 470.93 cr last year. It exhib- 
ited a similar momentum in its PAT, 
which was up by 30.56% to Rs 44.73 cr, 
as well as its PBDITA, which was up 
50.18% to Rs 84.16 cr, during this. 
period.s — Amit Singh Sisodiya, 
Sudesh Gonela and Ramana Pemmaraju 


Reference # 01M-2009-12-02-01 
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For over ОО years, 


one bank has been inspiring 


india to dream. 


We have come a long way, 


fostering India's dreams. For over 
nine decades, we have always put 
the customer before all else and 
made himthe center of our universe. 


The proof of our commitment lies in 
the factthat we have been consistently 
growing and reaching to over 26.5 
million customers across India-adding 
value to their hard earned money and 
empowering them. 


We have been constantly 
innovating our product lines and 


adopting new-age technology to 
make our services easily accessible, 
transparent, secure and even 
more efficient. 


Our initiatives in the area of 
financial inclusion have led us to bring 
several 'unbanked' areas into the 
banking fold, complementing our 
determination to create more and 
more 10096 banking habit villages. 


Introduction of Biometric cards 
for the language challenged, special 
financial offerings and credit lines for 
people below the poverty line and 


Toll Free No.: 1800 222244 Website: www.unionbankofindia.co.in 





bringing of all our rural and semi-urban 
branches on the CBS platform are 
among several noteworthy steps taking 
forward our commitment to rural India. 


The journey continues, with the 
firm confidence that when your dreams 
need to be fulfilled, there's one bank 
you can surely count on - Union Bank. 


(G) union Bank 
of India 


Good people to bank with 
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IndianOi! 
IOC which turns 50 this year notched up another 


year of sterling performance, clocking record domes- 
tic sales of 62.6 mn tons during FY'09. It also owns 
and operates India's largest network of Cross- 
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ANS 108 COMPANY Re C m PBDITA (Rs. Cr OPM (%) | M-CAP (Rs. Cr) 
ШИ 1 INDIAN OL CORPN LTD. 30083114 2411 2948.60 -57.65 1121057 362 59166.06 
22 — RELIANCE INDUSTRIES LTD. 14372217 284 15309322 -21.52 2538694 1766 27059437 
< 3 BHARAT PETROLEUM CORPN. LTD. 13487090 2126 735.81 -534 404425 300 15274468. 
4 HINDUSTAN PETROLEUM CORPN. LTD. 12636998 1898 57479 -49.34 400475 317 10151.08 
_ 5  STATEBANKOFINDA Е _ 75588.49 3140 912123 3555 5785909 7654 9363237 
_6 ОЖ &NATURAL GAS CORPN. LTD. — 6099909 667 16126.32 -3.44 3322409 5447 19482764 
7 STEEL AUTHORITY OF INDIA LTD. 45020.75 1055 617481 -18.07 11063.49 2457 5088739 | 
28 NTPCLTD. ANE ВИ 44926.50 1241 820130 1061 15510.60 34.52 15676698 | 
8  ICICIBANKLTD. EEUU | 97! 3758.13 -961 2924686 7451 63581.11 
10 MANGALORE REFINERY & PETROCHEMICALS LTD. — 3833100 — 1780 119254 -626 228971 597 1056375 
* — ESSAR OIL LTD. 37795.44 6558.46 513.51 114699 91922 243 14253.56 
I 15 LARSEN & TOUBRO LTD. 34510.24 3562 348161 6020 531921 1541 _ 6484930 
14 BHARTI AIRTEL LTD. 34387.92 33.16 7743.84 2400 1189675 3460 13783108 - 
12 CHENNAI PETROLEUM CORPN. LTD. 33457.13 1855 -397.28 -МА- 107.31 — -032 2240.95 
MEE SARAT HEAVY E RCA SUD, шел =®% бе чу, шч шш тен. 
п ТАТА МОТОРОТ и 2701656 783 1016.55 -49.90 265626 983 13151.39. 
16 TMSEBUD 000 24798.01 21.28 520174 10.98 980657 3955 23938.50 
222 GAIL (INDIA) LTD. Saye NIS 2357999 33.09 280370 717 4828.08 2048 3408672 
_ 19 ТАҒА CONSULTANCY SERVICES LTD. — 22619.54 1950 4696.21 416 609126 2693 7089826 - 
е ae nih aan c: GO i Ио, Сине... ку. TIUS 
21 WPROLID — 2195400 23.12 297380 292 431530 1966 5200857. 
720 MARUTI SUZUKI INDIA LTD. 21250.80 1493 121870 -29.59 2433.30 1145 2714353. 
22 INFOSYS TECHNOLOGIES LTD. - 2112200 29.65 5819.00 — 30.18 760900 2602 91611.65 
28 HINDUSTAN UNILEVER LTD. | 20709.71 475. 2496.45 29.65 329000 1549 54991.30 
33 4DFCBAKLT 19798.72 5615 2244.94 4117 _ 124329 6497 5149223 
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RANK 


COMPANY 
2008 


A 25 STATE TRADING CORPN. OF INDIA LTD. 
_ 30 BANOFNDA č 

АЗ 18 HINDALCO INDUSTRIES LTD. 

О 26 CANARABANK |0 

ПО ВАМКОҒВААООА —— есеге T 
ШИ 27 (сі) 

29 RELIANCE COMMUNICATIONS LTD. 

ш 37 J SWSTEELLTD. 


47 АХБ BANK LTD. 
JH 36 — MAHINDRA & MAHINDRA LTD. 





T 39 — HERO HONDA MOTORS LTD. 





42 |DBIBANKLTD. — — 
TEM 40 UNION BANK OF INDIA 
TEM 38 RUCHI SOYA INDS. LTD. 
Ш 35 HCLNNOSYSTEMSLTD = 
| 48 RAJESH EXPORTS LTD. 


31 STERLITE INDUSTRIES (INDIA) LTD. 
_ 34 АРАМ ENTERPRISES LTD. | 
_ 43 JET AIRWAYS (INDIA) LTD. 
_ 49 CENTRAL BANK OF INDIA 
46 — INDIANOVERSEAS BANK 
41 GRASIM INDUSTRIES LTD. = 
_ 45 — HOUSING DEVELOPMENT FINANCE CORPN. LTD. 
_ 63 RELIANCE INFRASTRUCTURE LTD. 
| 51 SYNDICATEBANK ooo 
] 57 ORIENTAL BANK OF COMMERCE 
Y 103 COROMANDEL INTERNATIONAL LTD. 
44  BAJAJAUTOLTD. | 
260  UCOBANK 
56 МОЕОСОМ INDUSTRIES LTD. 
_ 58 ALLAHABAD BANK 
_ 55 SIEMENS LTD. 
65 











4/67 NMDCLUTD. 

% 50 ISPAT INDUSTRIES LTD. 

К 6б TATA POWER CO. LTD. 

2 75 — JNDAL STEEL & POWER LTD. 
29 72  INDANBANK 
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Re СІ "ue Re Cr PBDITA(Rs. Cr) | OPM(%) М-САР (Rs. Cr) 
1979263 24.90 78.51  -3691 227.33 1.15 1335.49 
18818.98 36.20 3007.35 4966 15082.25 80.14 15380.50 
18804.74 -418 223027 -22.04 4095.08 2178 12751.47 
18644.08 196 2072.42 3242 15147.31 81.24 9348.89 
17164.61 3008 2227.20 5515 13541.61 78.89 12479.15 
15295.71 622 — 326756 473 541048 3537 7409572 
14788.76 6.12 480267 85.69 7712.6 5215 48689.07 
1394736 2189 458.50 -73.47 2391.89 17.15 835294 
13675.55 56.00 1815.36 6950 1012342 7403 2349526 
1339009 15.562 83678 -2416 146210 1090 1514055 - 
131039: 19.00 - 1281.76 3243 1964.65 14.99 23695.84 
12980.33 3447 858.54 1770 1152929 8880 5791.61 
12900170 2707 1726.55 2448 10568.95 8102 936844 
12449.18 1248 9328 -4142 30554 3.18 889.49 
12426.64 6.45 30475 — 442 498.39 401 1789.38 
12360.89 42.63 8738 -57.70 239.27 1.94 956.54 
122728 -897 1236.43 29.93 174048 14.18 35834.40 
11806.38 -022 326.42 460 804.10 681 1231404 
11517.06 26.10 -402.34 58.99 123851 1075 192043 
11375.67 33.95 571.24 383 923529 8118 2734.20 
1102918 29.04 - 1325.79 10.27 8827.05 8003 4188.52 
1100096 3.14 164796 -2619 2025.33 2658 17168.74 
1100672 2382 2296.52 -574 10383.19 9434 55723.46 
1061030 5488. 1138.88 5.00 1828.23 1723 19177.03 

_ 1013369 — 1829 91280 763 812696 8020 3503.70 
985073 33.48 90542 156.33 8098.05 8221 4028.54 
9682.56 153.69 496.38 136.64 95014 98 1986.63 
9116.62 1.13 65450 -13.40 1103.79 1211 11723,82 
8929.70 26.85 557.72 35.32 732096 81.98 2049.48 
8751.14 1410 855.01 -044 2183.56 2495 3407.34 

867273 1918 768.60 -2115 6424.52 7408 3050.26 

| 8512.82 724 50333 — -054 95756 11.25 1234973 

_ 850213 2873 51844 923 965.09 1135 4025.49 
8472.11 8166 45205 -52.37 967.34 1142 457035 

844093 6237 21158 3378 52766 625 279696 
8428.34 3261 437238 3449 6745.68 8004 101476.08 
830028 -3.49 -688.11 -NA- 686.85 8028 2030.55 
787458 23.21 92220 60 1898.33 2411 2198467 
779559 44.48 153648 2421 2667.91 34220 29763.08 
743253 28.91 1245.32 2345 6146.18 82690 5390.97 
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COMPANY тар erre "ns A.  PBDITA(Rs.C) ОРМ(%) | M-CAP (Rs. Cr) 

SUZLON ENERGY LTD. _ 739732 440 -468.22  -NA- -4340 -058 1104827 
. ACCLID. . 706898 = 520 12279 4570 21529 2910 12230.98 
_ POWER GRID CORPN. OF INDIA LTD. 6988.33 4005 167215 170 556015 7956 4102223 
CORPORATION BANK - 697672 3888 89277 2147 589118 8441 383180 
ABBLTD.  — 69347 1601 54741 — 1162 90458 1307 1225398 
_ PUNJ LLOYD LTD 690500 51.94 32140 4501 80854 — 1171 542703 
MPO ОС sre 687676 21.25 216200 2045 3829.28 5568 28136.54 
_ АМВША CEMENTS LTD. — 6650.22 65% 140227 2014. 226434 3405 1239265 
| PTCINDALTD.- | 654176 6799 9083 8643 122.24 187 1994.24 
-POWER FINANCE CORPN. LTD. —— | 6541.61 3057 1969.06 63.24 660918 10103 19559.66 
HINDUSTAN ZINC LTD. _ 650776 -23.52 272761 -37.95 369781 582 2233203 
_ ULTRATECH CEMENT LTD. 641467 — 1593 _ 977.2 — 304 179955 2806 7128.56 
ASHOK LEYLAND LTD. 6244.07 -2248 105 5946 56648 907 338871 
ZUARI INDUSTRIES LTD. _ 6181.92 — 13237 9828 2707 203.27 329 65418 
JAIPRAKASH ASSOCIATES LTD. | 603091 459 — 90497 4844 208526 3458 19316.93 
 WELSPUN-GUJARAT STAHL ROHREN LTD. 5977.86 | 4776 233.35 -33.56 7002384 1175 280214 
GUJARAT STATE FERTILIZERS & CHEMICALS LTD. 5873.28 6314 499.36 10942 92223 1570 96210 
ANDHRABANK OOOO 586345 2750 65305 1346 472753 8063 341174 
REDINGTON (INDIA) LTD 5782.46 450 8069 2024 17388 301 135519 
WAYABANK 000 _ 872130 3520 26248 -27.35 469150 8200 154021 
NATIONAL ALUMINIUM CO. LTD. 5436.75 078 127227 -22.02 2286.10 4205 16734.14 
CIPLA LTD. 525120 2257 776.81 1075 108604 2068 17784.15 
_ NATIONAL FERTILIZERS LTD. _ 518263 2403 © 9746 -10.30 290.91 561 206845 
PANTALOON RETAIL (INDIA) LTD _ 507266 524 5160 -57.00 37776 745 400697 
| MRFLTD. BEEN 506629 1488 14456 455 45604 900 124931 
> JINDAL SAW LTD. оо 33295 -62.01 50556 11.85 1907.26 
BHUSHAN STEEL LTD. — — 407861 1775 42130 — -057 1614.38 3243 270377 
JKWRERIDSLT уи 496998 7564 1905 -71.45 317.41 639 27244 
MAHANAGAR TELEPHONE NIGAM LTD. 496420 — 072 21172 -63.93 1007.18 2029 51958 
IVRCLINFRASTRUCTURES &PROUECTSLTO. 4961.60 — 940 22880 84 48564 979 303181 
JS LLTD. | _ 495852 55 5982 -NA- -24347 -490 9801 
_ BOSCHUD. _ _ 499660 998 63386 405 117700 2384 1057338 
-RURAL ELECTRIFICATION СОВР. LTD. - 4906.64 3807 127208 47488 480907 9801 1093480 
BANK OF MAHARASHTRA _ 483463 2516 (37517 145 372090 7696 1353.96 
ADITYABIRLANUVOLTD. = 483176 — 2257 13743 4346 637.84 1320 655418 
HCLTECHNOLOGESLTD. = 477391 1454 78064 -2945 111038 2326 12053.66 
SESA GOA LTD. [77 2. . 20 194249 3019 267579 5612 12199.15 
5 CROMPTON GREAVES LTD. — 4766.59 1646 397.09 2649 69339 1455 774073 
BHARAT ELECTRONICS LTD. = 476229 12.05 74256 963 120582 253; 8613.45 
CHAMBAL FERTILISERS & CHEMICALS LTD. 4700.79 6841 28056 1313 681 1422 200375 
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Tech 
Mahindra 


IT Services and Telecom Solutions 


India's 5" largest software exporter, which was 
recently ranked as India's No.1 Telecom Software 
Service Provider by VOICE&DATA, pipped others to 
the post to acquire scam-hit Satyam Computers, 
now rechristened “Mahindra Satyam’. 


и, к 
Ж Cw 


« я 
i А, 
ф | i ; 

























































































iv jon COMPANY ed me "m | ‚ ae PBDITA(RS.Cr) ОРМ(%) | M-CAP (Rs. Cr) 
DU 138 SIMPLEX INFRASTRUCTURES LTD. _ 464858 6572 120.80 34.10 423.15 9.10 1366.68 
ОЙЙ 102 STATE BANK OF TRAVANCORE 4630.49 20.39 607.84 57.43 3773.33 8149 1873.97 
ШОЙ 109 ASIANPAINTSLTD. _ 451945 2487 36236 -3.42 615.88 136% 10121.36 
ШӘЙ 107 DR. REDDY'S LABORATORIES LTD. | _ 451270 2215 560.90 1801 938.00 2079 1035324 
ВВ 98 SHIPPING СОВРМ. OF INDIA LTD. = _ 440641 1293 94067 1558 148360 3300 443678 
ШИ) 125 UTTAM GALVA STEELSLTD. 2445 3911 1047 -1913 4885 1099 60408 
ДИҢ 108 TORRENT POWER LTD. _ — 441086 2043 479 9309 100497 2278 667820 
ДЕЦ 106 TECH MAHINDRA LTD. — . — rM 1826 9640 18821 1228.50 26.16 624889 
REB 115 STATEBANKOFBKANER&JAPUR ———— 4359.04 2460 г 40345 2808 340498 7811 159759 
ШИ 115 NESTLE INDIA LTD. = «= 4289 275 53408 2906 86682 2002 1703260 
ШОЙ 120 — ТАТА COMMUNICATIONS LTD. 4275.84 27.39 515.95 69.46 132944 31.09 13750.84 
ДИҢ 118 NAGARJUNA CONSTRUCTION CO. LTD. _ 411389 2017 153.86 -500 426.03 10.36 2289.13 
ШӘЙ 128 VOLTAS LTD. _ 410943 33.53 25259 2122 39413 949 3005.04 
ШӘЙ 105 APOLLO TYRES LTD. _ 410059 1055 108.12 -50.70 36709 895 144062 
IE 95 RANBAXY LABORATORIES LTD. — _ 308009 — -313 104480 -МА- 134788 -33.87 1028692 
[АЙ 111 CENTURY TEXTILES & INDS. LTD. _ ЖИЕС НИ 28% 6555 70465 1770 — 282090 
EZA 124 SUNPHARMACEUTCALINDS.LTD. 393037 2238 1559 2478 135704 3453 2432846 
КЩ 129 KESORAM INDUSTRIES LTD. 389191 2966 37874 — -120 755 189 102441 
УЛ 130 TITAN INDUSTRIES LTD. 22021 е 158.96 578 _ 29083 755 1451578 
EM 9 пы шы 7 м5 32000007 - Eo m Яна 
Б 131 DENABANK = 373918 27.31 42266 1747 2989.87 7996 1252.24 
Eu 151 SHRIRAM TRANSPORT FINANCE CO. LTD. _ 3725.03 48.61 612.40 57.09 282395 75.81 5396.51 
IP: 136 STATE BANK OF MYSORE | | 3699.47 2870 233841 569 204770 7968 1908.66 
E 122 TVSMOTOR CO. LTD. | _ 368220 — 1349 3108 217 20249 550 861.72 
BE 160 — GAMMON INDIA LTD. 367588 589 14048 6310 408.66 11.12 1079.69 


| Chartered Financial Analyst | RANK 106 - 130 ЕС | December 2009 | 33 












THE INDIA 
CEMENTS LTD 


India Cements has successfully commenced 
commercial production of one million ton grinding 
plant at Parli, Maharashtra and Hyderabad, AP. Its 


subsidiary, Trishul Concrete Products Ltd., has 
commenced commercial production of опе lakh 
Cu.M ready mix concrete plant. 


RANK | RANK 


APANY 
ІВ COMPANY 


ХЕ 


13 141 FEDERAL BANK LTD. 
УЙ 117 CONTAINER CORPN. OF INDIA LTD. 
ШЕСІ) 126 KOTAK MAHINDRA BANK LTD. 





| 194. 113 ; NEYVELI LIGNITE CORPN. LTD. | 
ЫЙ 152 DCM SHAIRAM CONSOLIDATED LTD. | 
ОЙ) 139 КЕ С INTERNATIONAL LTD. 








ВЕ 17 NDACENENTS LTD. 














uo een 0 - 
EN ^ нен 
Ra 150 INFRASTRUCTURE DEVELOPMENT FINANCE CO. LTD. 
EE 132 СЕЗСИО. — » 
BE 145 JAMMU & <ASHMIR BANK LTD. 
ШОЙ 154 лок INDUSTRIES LTD. 

DE 181 РЗ. = 
EL 123 THERMAX ETD. | (0 
а КЕМИКТЕ | — — S 
ШЦ 135 GREAT EASTERN SHIPPING CO. LTD. | о 
M "C -LBC HOUSING RNANCE LTD. 2 
ERE 149 HINDUSTAN CONSTRUCTION CO LT. 


_178 RELIANCE CAPITAL LTD. | 
E 148 LUPINLTD. 0 
BL 168 NIRMA LTD. - 


ME 147 Эд O 
ӘЙ 144 GITANJALI GEMS LTD. | 
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119 GUJARAT NARMADA VALLEY FERTILIZERS CO. LTD. 


NET SALES 
Rs. Cr 9 
3624.67 30.50 
3588.03 2.96 
3524.40 15.30 
3429.68 -4.09 
3428.30 37.78 Е 
3404.59 21.79 5r d 
3401.28 10.12 
3390.92 17.59 
3361.05 38.56 
3898 — 29 _ 
3246.79 9.49 
3200.18 21.17 
3177.74 30.05 
3161.78 54.69 К 
3130.50 304 
3118.70 20.11 
3092.45 7.26 
3027.61 30.54 
3011.49 16.75 
297088 ай _ 
2960.76 14.50 
290702 3013 - 
2906.94 13.97 
2847.99 10.10 
2775.26 2.44 





1384.82 





























PBDITA(Rs.Cr) | OPM(%) | M-CAP (Rs. Cr) 
500.49 3598 2853.12 7871 323074 
791.20 518 1141.84 — 3182 11116.81 
276.10 -607 204221 5744 1722327: 
820.46 -25.32 1828.03 53.30 1671597 | 
LLLA әсі т н 
116.29 3245 30482 895 1463.09 
43218 — -3221 95626 2811 3345.93 
о 
га LAU WD И CMM 
Jq 4... 999 ыы... 
409.69 15.29 87990 2710 34891 
40984 1344 266889 83.40 198179. 
188.39 -5.18 1059.15 — 3333 85743 
8785 6.86 20329 928 492.90 
ANCUS ИШЕ ИЕ... NRI УЕ: 
180.40 555 27656 887 3513.56 
206 1936.87 6263 3405.19 
531.62 37.30 2849.55 9412 3833.78 
125.35 15.24 53760 1785 2122.96 
a Ж... БАНЕ оО... Й MT: 
416.97 -5% 601.54 20320 657777 
93.43 -57.05 449.76 1547 201195. 
22751 -38.99 50035 17.21 116182 
268.84 19.14 46883 1646 278979 
126077 -824 261.73 944 72572 
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NET SALES | | | НЫ 
СОМРАМУ PBDITA (Rs. Cr) OPM (%) M-CAP (Rs. Cr) 
Rs. Cr % AV Rs. Cr Фф АТ 



















































































































































ГОЙ 171 INDUSIND BANK LTD. 200000002008 2987 14834 9765 212210 7659 | 232076 
Ы 174 SHREE CEMENT LD. 2009 зи 57797 12198 1003.21 36.31 3271.90 
Š 1% INGWSYABANKLTD. 2770 33 18878 2030 190855 7072 184358 
Š 182 GOKUL REFOILS & SOLVENT LTD. 269927 3263 2348 5728 89.68 332 600.36 
Й 167 LLOYDS STEEL INDS. LTD. 265443 2021 164.85 25157 1555 — -059 13543 
} 183  AREVAT &DINDIALTD. _ 2645.69 3177. 226.32 463 411.23 15.54 5894.33 
M 215 UNITED PHOSPHORUS LTD. 2260613 5765 14774 6074 408.18 1554 561504 
6 BLUE STAR LTD. с 255678 — 1306 - 18029 356 277.65 1086 2148.34 
64 MADRAS CEMENTS LTD. с 253829 2610 363.52 3377 207145 
іі 9e отр о 50 -NA- 65992608 
[| 175 JUBILANT ORGANOSYS LTD. | 250643 1863 26074 398 467.21 1864 234032 
Ш 159  VARDHMAN TEXTILES LTD. - | 250180 — 7448 14202 1589 (53903 2155 543.99 
146 INDO RAMA SYNTHETICS (INDIA) LTD. = _ 248333 -559 9783 МА: 111.18 448 362.16 
К 219 MANGALORE CHEMICALS 8 FERTILIZERS LTD. 2479.83 49.19 2817 3038 9697 391 199.54 
Ш 211 АРАА INDUSTRIES LTD. 246506 4595 531  -93.79 9857 — 380 35060 
4 172 SU-RAJ DIAMONDS & JEWELLERY LTD. с 246006 — 1312. 3320 -46.99 9477 — 385 14274 
7 РВАМАЕ HEALTHCARE LTD. 2 24953 254 - 27532 -868 597.57 2440 549281 
Е 224 YES BANK LTD. 2 244175 529% 303.84 51.90 2006.05 82.16 3269.29 
[ 162 ARVIND LTD. _ 24881 435 4787 -МА- 26518 1092: 49892 
Ш 176 DABURINDALTD. 205 1546 37283 зш 46276 1907 928925 
| 133 UNITECH LTD. W BA 739.66 -28.21 165200 6835 1296376 
[ _* JBFINDUSTRIESLTD. == __ 240535 1136 7350 -4703 203498 929 363.43 
[ 197 ORACLEFINANCIAL SERVICES SOFTWARE LTD. 237744 2920 69571 бөз? 81870 3444 862587 
B 169 NAGARJUNA FERTILIZERS & CHEMICALS LTD. — | 237629 8198 3241 -249.08 33826 1423 111160 
Ш 243 ERA INFRA ENGG. LTD. = 2361.77 61.16 20261 66.94 47359 2005 1488.71 
J 227 ALSTOM PROJECTS INDIA LTD. 231806 4803 13489 8400 243.16 1049 2527.0 
187 MOSER BAER INDIA LTD. _ 230076 — 1674 -5007 9119 565.85 2459 124647 
X 210 STERLITE TECHNOLOGIES LTD. _ 209175 3496 9045 409 21359 932 869.80 
D 188 CASTROL INDIA LTD. 2 2288.05 1571 26237 2012 43826 19,8 455826 
Й 26 зама CORPORATION LTD. 28 9% 29 76 433 290 ыи 
di 200 KARNATAKABANKLTD. = 00024047 — 2614 26671 1033 1863.38 8318 125760 
194 TUBE INVESTMENTS OF INDIA LTD. 221615 — 204 т?з 27758 17505 тз 798.63 
|19 HAVELLSINDIALTD. = . 219975 674 14523 118 2609 937 1249.22 
В 166  KIRLOSKAR OIL ENGINES LTD. — — — 0470 0% 1589 20 273.88 1250 136961 
| 212 JAN IRRIGATION SYSTEMS LTD. 2180.17 29.10 1208 — -1742 38155 1750 381658 
J 308 FERTILISERS & CHEMICALS, TRAVANCORE LTD. | 215445 — 13698 - 4295 378.82 15260 708 102206 
(9 213 USHA MARTIN LTD. 213576 266: 14656 1.19 47639 2231 101968 
S 173 NATIONAL STEEL & AGRO INDS, LTD. - 0197362 444. 89,08 -МА- 3840 — -181 43.86 
Й 233 MAHARASHTRA SEAMLESS LTD. 21302 3829 25784 3208 40885 1935 148071 
| 16 BHARATFORGELTL.— 00908 з 10088 -6331 39171 1860 3266.67" 
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COMPANY = ee PBDITA (Rs. Cr) ОРМ (%) | M-CAP (Rs. Cr) 
Rs. Cr Rs. Cr % Av 
IESU 177 ESCORTS LTD. 222 2040.35 2.78 11.87 -284.32 167.07 8.19 _ 504.72 
ЕЛДЕ 201 TATA TELESERVICES (MAHARASHTRA) LTD. _ 2029.16 — 13.82. _-159.60 26.93 576.35 28.40 9217.10 | 
ILU 185  MUKAND LTD. _ 200499 | 1.28 _-188.71 - МА- 2.57 0.13 247.48 
IL 198 WHIRLPOOL OF INDIA LTD. | _ 1965.36 8.86 70.52 11819 143.79 7.32 635.26 
$ 236 EGR ENERGY SYS SYSTEMS LTD. — — __ 1952.20 _ йді 1 15.09 — 3630 —— 23956 — 1227 - _ 1859.38 
АЛЫ 24 GLAXOSMITHKLINE PHARMACEUTICALS L Ln. ДЕ 1951.01 16.09 2 _ 57657 pu^. ay 82498 — 42.28 — _ 10473. 25 
АРАН 250  ELECTROSTEEL CASTINGS LTD. _ 22 1933.55 38.38 | Net _ 140.39 169.88 —— 352.73 18.24 |. 71981 
LIKE 205 САША HEALTHCARE LTD. e 1920.10 938 26590. 12.57 e _ 443.40 ү | 23.09. х _ 4572.33. 
LE 226 МАН! MARICO LTD. и ea ИШ E 4.50 22.18 foro MID... -0.91 : _ 241.09 1 2.59 4175.44 
A 112 SUJANA METAL PRODUCTS LTD. id 1907.29 194.13 38.23. 66.29 132.27 6.93 _ 70.92 
AME 193 BAJAJ HINBUSTHAN LTD. _ 1883.32 — 0.02 -50.17 -МА- 292.84 15.55 1832.84 
ШАЙ 209 KALPATARU POWER TRANSMISSION LTD. 187287 1036 94.26 -37.11 21618 11.54 1414.92 
maim 245 МАМ INDUSTRIES (INDIA) LTD. = _ 186055 28.55 47.43 -33.39 136.68 7.35 211.48 
AME 230  KIRLOSKA3 BROTHERS LTD. _ 1856.13 19.57 - 67.03 -39.14 154.90 8.35 1386.20 
210 * .— RAMSARUP INDUSTRIES LTD. LTD. - Қ | 1842.76 — _ 4.85 _ 73.97 — -NA- 2549 080 _ 145.87 _ 
211 206 | BIRLA CORPORATION Lie n 1833.65 6.00 de 323. ЕСІН 1090: = 901.86 2737 1526. 04. 
АҒАН 4024 SHREE RENUKA \ SUGARS LTD. _ Co eee э 1824.87 — 148.72 ұр 9279 — _ 7048 a Loc 283. 19 1 1278 | _ 350395. 
213 gel | ЗВЕНО. Ао т AEN IS 1816.23 — — 11.62 163.28 | 17.70 eave 400.05 __ 22.03 A _ 649.69. 
AM 15 HOUSING. DEVELOPMENT & & INFRASTRUCTURE LTD. 18 1807.7 77 бле о _ _ 830.43 21241 43. 1506. 6.63 ў 83.34 | 5917.56 | 
АБВ 251 BAJAJ ELECTRICALS LTD. J x 1779.48 _ 2852 . 89.13 21.93 18961 10.66. 607.38 
АЕ 252 SOUTH INDIAN BANK LTD. 1777.99 2974 183.04 20.72 1467.60 82.54 904.58 
"MM 232 COLGATE- PALMOLIVE (INDIA) LTD. 1775.87. 16.23 290.22 25.25 368.99 20.78 6882.49 
ALME 231. PIDILITE INDUSTRIES LTD. _ 1765.82 — 14.47 _ 146.38 22.28. 248.19 14.06 2819.80 
ALME 218 САМА CEMENT (BHARAT) LTD. 0 1743.07 _5.35 158.62 -54.31 489.77 28.10 925.63 
WE 260 JAIBALAJI INDS. LTD. FERMO 1718.54 — 29.93 _ 107 -9Л0 — —— 183311 — 10.65 _ 685.71. 
AME 204 ЖОП 1 STRUCTURES LTD. д; pe 1712.73 Eus f _ 7974 ЕТТІ 91. 203.7 79 _ 11.90 , 817.31 
MM 200 TULIP TELECOM LTD. | у а 1700.03 37.56 222. 248.83 А 32.98 355.75 | 2093. ne 1902.58 
DM 273 KARURWSYABANKLTO. — 95 90 23584 1801 138715 — 842 140133 | 
ов ELECTROTHERM мод. | 1687.85 — лә 55 -1617 20620 112 1929 
LJ 259 UNITED BREWERIES LTD. E 1685.61: 2 25.31 22 6249. 0.03 232.62 13.80 2685.30 . 
p26 394 ENGINEERS INDIA LTD. 1683.11 — 105.21 344.53 77.05 533.05 31.67 4045.42 | 
WIE 244 BALMER LAWRIE & CO. LTD. 166391 — 14.18 | 101.61 16.89 167.26 10.05 5955.61 
Ж 195 GUJARAT AMBUJA EXPORTS LTD. 1658.54 © -10.13 _ 23.57 -66.92 83.89 5.06 283.01 | 
ЖӘЙ 225 5 K FINDIA LTD. 164151 — 404. 127.66 -20.56 224.26 13.66 1032.69 
ЖИ 268 PATNI COMPUTER : SYSTEMS | LTD. P = 1638.58 _ 2370 д 38915 0. 42 53. 62 32.93 _ 2861.36 © 
445 Е | D-PARRY RY (INDIA) LTD. iA om - | 1632.91 _ 141.66 _ 691.96 42734 ЖӨ: | 98055. 60.05 > 1888.23 | 
270 | GLAXOSMITHKLINE С CONSUMER HEALTHCARE Um. 1619.69 2248 — ЕСЕ V BAS) 33300 _ 20.556 336501. 
333 . SPICE COMMUNICATIONS LTD. AMI е АИЯ 1616.11 61.38 401922. А -253.72 — 15707: 3923.57 
202 INDIAN HOTELS CO. LTD. EMT ЖАЛ 1612.78 -9.35 22 23403 _ 738.00 © _ 575.28 390 — 399231 _ 
"M 25 - UREEX LTD. 4 _ 160982 — _ 18.04 10458 7283 9145 т 19.35 468.70 
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Healthcare is in our genes 





Wockhardt recently received the final approval from 
US FDA for marketing Nicardipine НСІ (25 те/10ті 
injection), the drug for treating high blood pressure 


| Or i iv; SM of hypertension. It is а 
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КЩ * MONNET ISPAT & ENERGY LTD. 159221 — 3206 — 216.00 30.00 404.83 25.43 1072.53 
RY 192 TRIVENI ENGINEERING 8 INDS. LTD. _ 1587.02 -16.62 111.52 47.85 33728 21.25 1845.69 
$ 325 PATEL ENGINEERING LTD. _ 158212 55500 141.84 — -391 41078 2596 1639.02 
Ry 275 ORIENT PAPER & INDS. LTD. _ 1550156 — 2004 - 20009 215. 381.30 24.58 700.41 
ZI 222 SKUMARS NATIONWIDE LTD. _ 155147 — -379 — 60.09 -66.27 25462 16.41 759.53 
Zi 278 TAIATEALTD. 1539.29 2134 16034 -4875 32262 2096 428417 
Z% 363 GUJARAT N R E COKE LTD. 153407 6897 107.220  -3634 26378 1719 1816.94 
Zk 271 WOCKHARDT LTD. 153387 1872 -М8706 -МА- -289.38 -1887 132020 
Z% 279 PRAKASH INDUSTRIES LTD. А 152856 2182 20416 24 33088 2165 98034 
| 257 BERGER PAINTS INDIA LTD. = 151850 221 8876 - м 1588 — 1044 130455 
Wi 235 GTLLTD. 2188480 008 - 91.44 -2461 22988 1514 2449.06 
[| 247 _FINOLEX INDUSTRIES LTD. _ 150940 —— 619 - -37.89 -МА- 2397 1.59 484.71 
242 JKCEMENTLTD. | _ 150488 —— 2415 — 14234 — -4632 34579 2298 535.00 
246 KANSAINEROLAC PAINTS LTD. _ 19833 491 9859 — -1770 17890 1194 1457.63 
ЖІ 240 RAYMOND LTD. — І 214676 220 27115  -NA- -104.24 -696 783.14 
f] 157 LAKSHMI MACHINE WORKS LTD. 1491.69 — -3649 10693 35587. 27739 1860 98962 
5} 238 SUPREME РЕТВОСНЕМ LTD. 148900 10 2257 -3212 - 6340 4268 17555 
Ж 277 SURYA ROSHNI LTD. 148796 1714 2154 554 98.34 661 93% 
7 345 ВІМАМ CEMENT LTD. с ДИА o 10867 3840 30274 201 89175 
Б 229 BLKASHYAP & SONS LTD. -— 7. MEINER UM. 7603 3236 14883 — 1006 57774 
ЖІ 298 APOLLO HOSPITALS ENTERPRISE LTD. 14790) 28.52 — 11807 1604 232.99 1576 284652 
207 MPHASISLTD. | (147358 — -1380 264.51 1981 360.59 2447 655901 
TÉ 253 BALRAMPUR CHINI MILLS LTD. 147008 68 96.69 -332.32 34574 2352 2033.10 
ИІ 304 BANK OF RAJASTHANLTD. _ 1466.07 30.62 117.71 218 1191.15 — 8125 837.22 
0 264  WELSPUN INDIA LTD. 146019 99. _ 30.90 1762 20913 — 2049 232.94 
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SHOPPERS STOP 


START SOMETHING NEW 





The retailing major Shoppers Stop is planning to 


acquire 32% of the group firm, Hypercity, a 


multibrand retailing format chain. As of now, it owns 
19% stake in it, and as per a previous agreement, 
Shoppers Stop can raise it to 51% by June 2010. 


RANK | RANK 
2009 2008 


COMPANY 


NET SALES 


Rs. Сі 


26 314 DEEPAK FERTILISERS & PETROCHEMICALS CORPN. LTD. 1440.08 


УЖ 373 AARTI INDUSTRIES LTD. | 
XH 234 MIRC ELECTRONICS LTD. | 

$ 294 — GUJARAT ALKALIES & CHEMICALS LTD. 
2 337 «ABGSHIPYARDLTD. | 

% 289 АМТЕК AUTOLTD. 

BH "xem 

2 311  ABHISHEKINDUSTRES LTD. = 
291 BAER CROPSCIENCE LTD. | 
НЮ - 
M 25 RSWMUD — 

Ш 248 — FINOLEX CABLES LTD. 





1430.47. 
1428.35. 


1419.69 


1402.74 
1399.01 
1385.78 


_ 1381.07 


1372.07 


[E 203 — MAHINDRA & MAHINDRA FINANCIAL SERVICES LTD. _ 1370.48 


[ 348 BOMBAY DYEING & MFG. CO. LTD. 
J| 292 MICRO INKS LTD. - 
_281 HT MEDIA LTD. 
249 GARDEN SILK MILLS LTD. 
297 SHOPPERS STOP LTD. 

307  AMARARAJA BATTERIES LTD. - 








322 HINDUSTHAN NATIONAL GLASS & INDS. LTD. 


284 GUJARAT GAS CO. LTD. 


293 SUPREME INDUSTRIES LTD. | 
_364 МАМА BHARAT VENTURES LTD. 
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_ 1362.53 


1360.22 


mc 


1406.77 
140453 





1347.53 
1346.76 


_ 1341.27 
133717: 


1323.16 


a 
_ 1320.64 
_ 181965 .- 

1311.26 
NUM 
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А” 


_ 3372 
es. 
Es... Ж 


18.08 
-27.44 
29.24 
18.07 


86.00 - 


b 7.11 
288 


ТҮСЕ 


-415 
15.92 
21.26 
39.11 
-0.38 Д 
28.69 


Dm. 


12.13 











Re СІ PBDITA (Rs. Cr) ОРМ (%) | M-CAP (Rs. Cr) 
| 148.70 48.30 311.64 21.64 627.66 
83.32 127.03 236.79 | 16.55 267.79 
8.95 -74.13 | 59.75 | 4.18 232.20 | 
192.27 | 14.20 | 409.05 | 28.81 638.99. 
171.10 EN 6.48 "me 349.56 | 24.64 Е 767.43 
261.25 10.77 480.02 34.12 _ 1555.88 
657.15 -35.61 1879.22 133.80 2652.27 
-53.04 -NA- 154.67 11.03 225.67 
94.46 9238 186.53 13.33 1077.77 
2152 3786 _ эӊ 228 20008 
_-63.85 -NA- | | 88.30 6.39 106.32 | 
| -35.49 - МА- 45.63 3.33 | 495.60 | 
214.52 21.18 833.67 60.83 2140.29. 
-383.1 7 666.49 -133.88 -9.83 969.64 | 
9029 35 17124 1250 46491 
85.23 -41.04 211.37 15.69 1964.32 
49.58 113.16 180.85 13.43 211.09 
-63.72 -NA- 23.51 1.75 579.35 
8048 -14.71 176.81 13.22 643.00 
M9 NA 476 0% 14466 
| 69.54 | -45.75 E 154.84 11.70 2588.59 
107.75 -32.80 | 235.58 17.84 | 935.48 
158.81 0.14 PON 272.27 | 20.63 1839.35. 
91.11 | Е 191 КО 160.00 12.20 002.50 
455.44 I 44.42 573.10 | 43.72 1705.99 
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т T == PBDITA (Rs. Cr) 
ME 282 sw __ 1390027 — 730 5623 4379 19245 
[о 301 ZEE ENTERTAINMENT ENTERPRISES LTD. 130831 1494 X974 — 495 — 479.00 
LÍ 288 TRANSPORT CORPORATION OF INDIA LTD. 1299.65 850 2832 0980000 96.30 
TS 306 IPCA LABORATORIES LTD. = 129358 1643 9122 -35.36 19075 - 
T < — SARASWATI INDUSTRIAL SYNDICATE LTD. 2735 -60.88 88.82 
340 ATLAS COPCO (INDIA) LTD. 

| 368 JMC PROJECTS (INDIA) LTD. 

D 376 MUNDRA PORT & SPECIAL ECONOMIC ZONE LTD. 

D 267 ASIAN STAR CO. LTD. 

| 286 SUNDRAM FASTENERS LTD. Ж na им _ шт 
ПО 30 JKLAKSHMICEMENTLTD. 125264 106 17859 2045 37087 
B] 3% BALKRISHNA INDUSTRIES LTD. 1251.89 2496 _ тз и тве. 
ШЦ 274 VALUE INDUSTRIES LTD. шө: 460 вш 4550 15498 
Ej 3 HELPOWERSYSTEMSLTD. па: 2797 0% з _ 9804 
T 217 HINDUSTAN COPPER LTD. 1236.67 2539 031 — -NA- 31.13 
T] 413  AMTEKINDIALTD. 2 42772 5909 

Ш 318 ASAHIINDIA GLASS LTD. 

ME 386 MERCATOR LINES LTD. 181.08 895 472.83 
T 371 VARUN INDUSTRIES LTD. 1282 -40.01 7394 
| 430 ABAN OFFSHORE LTD. — 12054 E 5976 6327 75781 
[| 329 ТОВВЕМТ PHARMACEUTICALS LTD. 00000010 2042 18673 2007 26497 
Ш 321 ОМ LABORATORIES LTD. — — — 12038 1592 42446 2005 51357 
17 328 KRBLUD. - | 10036 1961 4634-1536 18430 
ЇЙ 316 PHILLIPSCARBONBLACKLTD. = 1197.44 13338 6484 -NA- 0-і 
ШІ 272 ORCHID CHEMICALS & PHARMACEUTICALS UD 1193, 87 38 5217 -МА- 294.73 
Ш > Ал, _ 118942 1550 2 37.87 341 119.51 
JP 317 ADHUNIK METALIKS LTD. 3015 -6253 221.16 
ЗЕ 360 SUJANA UNIVERSAL INDS. LTD. 2800 540 88.04 
Ш 361 STERLING BIOTECH LTD. 219.18 1931 499.01 
Ш * JKPAPERLTD. | 1171.07 — 7570 38.01 95 196.80 
Ш * AHLUWALIA CONTRACTS (INDIA) LTD. 117036 — 3233 о? 14.77 14899 
Ш 309 GOKALDASEXPORTSLTD. от 8 336 -9294 17258 
Ш 29 CENTURY ENKA LTD. С 116927 — -180 160 2394 11207. 
Ш 47 САЛАТ INDUSTRIES POWER CO. LTD. НӨ — 2174 832 | 4659 220.86 
Vi 385 UNITY INFRAPROJECTS LTD. 1187.07 6905 1599 178.14 
Y) 313 GREAVES COTTON LTD. 115441 110.16 -994 

У * — SAVITA OIL TECHNOLOGIES LTD. 1723 -72.19 52.71 
Yk 302 GRAPHITE INDIA LTD. = 193.57 4483 270.76 
959 319 SOUTH ASIAN PETROCHEM LTD. 1573 -71.67 - 72.75 
Я 299 WHEELS INDIA LTD. 2145- 3621. 114.73 


NET SALES 
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OPM (96) М-САР (Rs. Cr) 





1470 41217 
3661 6737,51 

_ 79 40426 
1475 1191.21 
6.87 526.73 


14.09 1269.75 
8.28 216.32 


7161 1786345 
5.70 132421 
459... 320.00 


2961 48148 
_ 1580 45509 
1244 53.45 
15.80 48515 

252 15723.16 





41.35 





410.98 









770.01 
38.67 1032.29 
6.05 131.71 
81 — 6235 3191.78 
21.95 149196 
4267 684472 
1537 206.76 
380 207.34 
24.69 721.25 








18.61 595.09 
7.47 82.97 















4235 3405.49 
Turo o о TE 
1273 46856 
| 620 333.49 
958 19151. 


1898 1040.39 
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15.40 285.79 
17.57 935.17 
4.57 249.96 




















23.66 656.67 
6.39 239.71 
1008 — 14977. 


| December 2009 | 39 


40 


NET SALES 















































December 2009 | 







































































RANK 326 - 365 


COMPANY Rs Cr " RS Ci PBDITA (Rs. Cr) ОРМ (%) | M-CAP (Rs. Cr) 
372 GODREJ CONSUMER PRODUCTS LTD. 1128.57 2651 16155 907 208.43 1847 422978 
266 GODFREY PHILLIPS INDIA LTD. — _ 112799 — 2544 10890 2% 19979 1771 116561 
353 CHETTINAD CEMENT CORPN. LTD. 12515 — 2094 280  -NA- _ 4927 4260 124556 
| 324 SUNDARAM FINANCE LTD. 12148 649 1073 908 835.16 7447 128133 
362 BASFINDIALTD. _ | 112145 2239 6864 1561 12466 1112 68047 
.895 TAMLNADUNEWSPRNT&PAPERSLTD. 11942 1308 10739 -4.82 30065 2685 48873 
369 CHOLAMANDALAMDBSFINANCELID. — 11884 — 2416 4275 2799 62318 — 5570 31690 
ат оонап — — пм 460 1574  -035 30127 2715 44422 
Scie, ИК UB. 00 жу 40297 3649 1779 
ж ткт "5 100 стз вы әт аи зат 
М4 ICSA(NDALD 00 1101.22 6258 15286 402 243688 2212 69640 
"+ BHARATI SHIPYARD LTD. 109494 12672 13332 — 2408 24810 2220 30123 
355 AVENTIS PHARMA LTD. 108253 1680 166.20 1508 27818 25.70 245597 
354 FORCE MOTORS LTD. _ 107877 1628 12456 2489 266.89 — 2474 13109 
358  MAHNDEA UGINE STEEL CO. LTD. . 107349 1658 188) -МА- ——— 4215 393 9614 
же SINTVEEWOKL. — — — 10976 165 — 48711 194 85468 7980 8501.12 
344 SUNALAG RON & STEEL CO. LTO. 106880 15 4360 4% 119.73 1126 26003 
378 ЗАОВНА ENGINEERING LTD. 105267 1825 6329 20.85 120.46 11.44 6428 
441 vamo №35 5125 681 — -NA- 1921. 1.83 27149 
402 KOUTONSRETMLINDALTD. = | 104013 3170 7913 1609 21062 20258 134997 
396  GOD/WAR! POWER 8 ISPAT LTD. 1039.45 2681 5736 3901 12478 1200 25516 
348 HEGLL | 103895 797 10699 -26.89 265.57 2556 70721 
170  BALLARPUR INDUSTRIES LTD. _ 1035.0 5252 12945 -4838 34106 3295 110052 
440 SAKTHI SUGARS LTD. _ 102732 — 4782 8147 -NA- — 15559 1815 15986 
411 MINDTREE LTD. — 1017.13 540 3001 7119 9550 930 149985 - 
“422 MADHUCON PROJECTS LTD. — — 101608 3815 4691 072 13733 1352 44153 
374 NAHAR INDUSTRIAL ENTERPRISES LTD. 1013.60 — 1478 109 17949 13672 1849 15244 
(* INDIANMETALS &FERROALLOYSLTD. 101250 — 3887 260.64 — 14870 45234 468 57980. 
379 HATSUN AGRO PRODUCTS ПО 101178 1667 5,9 мэз 6800 64 08.73 
390 ТЕХМАСО LTD. Желе 401173 208 эм 977 13315 1316 9853 
323 GUJARAT VINERAL DEVP CORPN LTD. 100075 0.18 236.60 -1036 50426 4989 213662 
320 TATAMETALIKSLTD. —- 100832 | -298 -MB7A — -МА- УТ -11.67 20323 
(806 KALYANI STEELSLTD. — 10647 — 27 331 -9582 6190 615 34364 
С * ВАМ COMMODITIES LTD. _ С 100519 14577 8505 23590 17986 1789 85423 
мз молы = 2 1000106 523 530 пы 14386 — 1437 35506 
| 416 GAYATRI PROJECTS LTD. H 99395 3344 432. 514 11549 — 1162 1585 
47 MANAKSIALTD. = , 99098 3367 2386 -41.82 8804 888 28948 
| 383 BATAINDIALTD, el вл жа 97.36 988 8240 
375 KEIINOUSTRIESLT. — 948 1216 125 -97.13 5290 597 11920 
397 ВІШЕ DART EXPRESS LTD. = 97719 2089 ‘7735 1072 13583 — 1390 113083 
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Goodyear India Ltd. recently launched ‘Vajra Super’ 
tires. These tires are specially designed for Indian 
farm segment with high abrasion-resistant quality to 
address the problem of fast wear and tear and also 
Е. poem or tires. 


































































































COMPANY XE e. | | PBDITA(Rs.Cr) | ОРМ(%) | M-CAP (Rs. Cr) 
Rs. Cr о АТ Rs. Cr о АУ 
stem 266 INDIA GLYCOLS LTD. | _ 97559 -2648 ін -91.89 «НА». |. 37.05 -3.82 211.90 
ШЦ 447 ANKUR DRUGS & PHARMA LTD. __ 967.93 4342. 37.13 -41.43 131.65 13.60 215.73 
UM 380 _ HONEYWELL AUTOMATION INDIA LTD. ER. 11.60 81.85 25.75 122.41 12.65 1012.37 
ШЕ 392  ELECON ENGINEERING CO. LTD. _ 961.23 — 15.95 54.97 -18.20 _ 156.54 16.29 538.50 
ШІ 469 _SARDA ENERGY & х MINERALS LTD. —.— |. 961.06 5.5 0 123.24 1.49 __ 209.39 _ 22179 346.50 
SANE 387  RATNAMANI METALS & TUBES LTD. 959.23 13.44 71.20 _-20.92 _ 153.46 16.00_ __ 294.33 
ШАЙ 255 . GLENMARK PHARMACEUTICALS | LTD. 958.14 -29.29 217.93 _ -43.98 _ 303.84 — _ 31.71 53 5678.20 
SIKE 429 GREAT OFFSHORE LTD. 950.49 31.27 227 21194 410 _ 420.22 eee ДА 1918.85 | 
АЯЙ 395 _ GODREJ INDUSTRIES LTD. UE 950.10 16.08 cc Q0 MD  -0338 .— 92.10 9.69 | 3461.64: 
БЕШ 403 Й TAMILNADU PETROPRODUCTS LTD. 222 94848 t 2095 -654 -1 94910 60.56: 6.38 - 114.04 
ДӘ 473 АТА ЕМСІМЕЕВІМС LTD. | E 938.86 — 51.69 — 133.46 23.22 222.76 23.73 1780.39 
МЕН 367 BIOCON LTD. |. 936.21 _ 4.28 _ 111.79 -74.30 _ 207.53 22.17 3329.36 
ӘЙ 312 EIHLTD. | Е 9424 _ -17.03 — 170.44 -21.54 431.34 46.17 4405.05 
SENE 472 SHRIRAM CITY UNION FINANCE LTD. _ 99450 9058 — — 117.01 33.51 593.64 63.64 1607.22 
380 377 CLARIANT CHEMICALS (INDIA) LTD. 2. ЗОН Yo AME A _ 6748 122.27 ___ 10886 13. 03. 096.88 - 
SIME 405 GULF OIL CORPN. LTD. 0 мя 925.03 20.22 № 29.04 1956 | Гг. 58570 _ 9.05. 357.21 
M 410 DCWLID. 3 FESR ei Gal Ren Nt 923.51 23.01 ў. 2,1420: 500.16 зо 5. S 9.96 |. 23149. 
ША 3/0 GOODYEAR INDIA LTD. Qi 2238 we» 923.32 3.17 15 9 -19.99 | 66.54 га: 250.73 | 
АЙ 4131 ІТГІ)СЕМЕМТАТОМ INDIA LTD. | Ий) 922.23 28.43 > 5.50 -39.23 3 64.78 702 | _ 153.51 ў 
MESE 332 SHRENUJ & CO. LTD. Şi Tv 918.65 | 7.86 | 13.26 0027 c 89.72 _9.77 158.61 
ВЕСОВ 331 VARUN SHIPPING CO. LTD. _ 915.34 — -8.26 — 122.81 -45.61 543.74 59.40 765.66 
387 2010 SOBHA DEVELOPERS LTD. i 22 90910 31.85 | 109.68 9196 458.29 5041 1304.04 
388 393 NILKAMAL LTD. — oe SS 809753 —— 11.25 — _ 6.10 -89.37 85.49. 9.53 104.11 
UM 468 SHRIRAM EP C LTD. | | 2 891.57 — _41.69 © 40.02 13.05 | 76.72 8.61 627.53 
КШ 474  ROLTA INDIA LTD. 89111 46.90 | 262.94 4427 448.58 50.34 2042.27 
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Alfa Laval is famous globally for waste management. 
It has created new ways of managing emission and 
handling waste which is environment-friendly and at 
the same time revenue-generating. Its CO2 heat 
pumps are already s successful i in Japan and are in use. 
in the US and Norway. ba 


RANK COMPANY NETSALES 

214: Rs. Cr о Aw 
SET 425 INDRAPRASTHA GAS LTD. _ 88205 — 2085 — 
СУЙ 470 ROHIT FERRO-TECH LTD. _ 88098 4132 
39: 464 CITY UNION BANK LTD. — 87350 3857 
СН 400 SURANA INDUSTRIES LTD. 87333 866 
CHE * TEMPTATION FOODS LTD. = 87078 164.48 
ТАЙ 388 EVEREADY INDUSTRIES (INDIA) LTD. 85411 1.16 
ӨТІН 427 TILLTO. NE 849.55 1704 
Vd 486 SHRI LAKSHMI COTSYN LTD. 847.87 39.81 
е 443 RALLIS INDIA LTD. 5808 ди 
ӨШ 452 MUNJALSHOWALTD. | 84327 1715 
КОИ 460 KSL&INDUSTRIESLTD. —- 842.82 3001 
TUM 404 Ос м SHRIRAM INDS. LTD. 84258 41.43 
TUM 406 JAGRAN PRAKASHAN LTD. - 83875 915 
TUM 446 MCLEOD RUSSEL INDIA LTD. 836.43 23,80 
Ез стт с _ 832.88 

PME 485 JAYANT AGRO-ORGANICSLTD. - 83057 36.86 
КИ 418 DREDGING CORPN. OF INDIA LTD. 82367 832 
Lud 384 5АМОН INDUSTRIES LTD. 820.43 471 
ПІЗ 382 PANACEA BIOTEC LTD. 81813 -518 
DIM 404 DECCAN CHRONICLE HOLDINGS LTD. 81375 399 
ТЫЙ 408 AMRIT ВАНАСРАП СО. LTD. - | 80446 592 
PME 436 ALFALAVAL (NDIA) LTD. _ 80375 1405 
ПЕЙ * SIRDES/RCOLABLTD. | __ 79522 71515 _ 
ВУИ 484 — MEGHMANI ORGANICS LTD. _ 70506 3213 — 
DE 220 PRAJ INDUSTRIES LTD. 79361 
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Rs. Cr 
172.47. | 


8.10 
122.13 
32.50 


LOU M 


19.40 
32.27 
46.58 
71.29 
20.69 





24.37 
28.78 
91.63 


_ 8879 _ 
105.57 - 


5.65 
46.37 
52.54 

-69.05 
140.07 


336 | 


90.17 
6.14 

E 
129.75 
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0.09 
28.25 
-43.05 


-45.61 


-783.61 _ 
-6.62 _ 
M 
„ш. 


-7.98 
-70.05 
-50.62 

-МА- 


-48.49 
M s 


7.09 


PBDITA(Rs. Cr 


144 — 


_-105.32 _ 
Ee. 


21903 
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ТУ 

ОРМ (%) | M-CAP (Rs. Cr) 
30628 3699 17565: 
6954 789 10744 | 
75605 — 8655 |6074 | 
9334 — 1069 18211 
з ёз Чай 
8678 101. 23167 
85.28 — 1004 17958 
1974 1412 726% 
19182 — 1552 66294 
5493 658 13974. 
16082 — 1908 100000 
10124 — 1202 136.94 
17977 2143 2102.03 
18909 2261 107722 
13977 1678 88380 
2521 — 304 7120 
1457 1391 98859 
218.08 2658 57656 
1050 128 82778 
30655 3767 1693.15 
(1898 — 174 BN 
214740 18.30 167884 
8401 — 1056 46749 
99.25 1248 28343 
16936 2134 1417.64 


NET SALES 





































































































































































































Re Cy Ж Re C PBDITA(Rs.Cr) | OPM(%) | M-CAP (Rs. Cr) 

D 287 SAMTEL COLOR LTD. й | 78767 -40а 704 79 885 112 53.19 
TE > ол DRILLING & INDS. LTD. _ | 78300 8891 3733 10321 7230 923 934.73 
[Щ 475 HERITAGE FOODS (INDIA) LTD. — 78297 — 2650 — 3561 — -NA- 307 039 10502 

ШІ 30 TREND ELECTRONICS LTD. 007848020 860 240 3873 2938 376 18.27 
TE · NAKODA TEXTILE NDS. LTD. |55 3909 илт -2944 зз 48 57% 
ГД 327 AGRO TECH FOODS LTD. | 7562 2293 a5 2823 3200 413 - 30969 
mm 499 COMPUAGEINFOCOMLTD. 717 9125 44 34 2158 28 2250 

Ж 161 FAGBEARNGSINDALT. 785 1725 9572 209 16840 2205 57258 

mm 438 SANGAM (NDIA) LTD. — _ 79000 860 1598 -МА- 7:4 1015 6813 

| 423 PFIZER LTD. Oo СС дж di . 496 5050 198040 | 

(ЩЩ + «HEIDELBERG CEMENT INDIA LTD. | | 75836 — 3100 2 12553 2855 13140 1733 594.74 
Ч * K N R CONSTRUCTIONS LTD. = IAM 4057 __ 43.66 4718 10262 13.55 169.05 

A * SUJANA TOWERS LTD. = RANO 429 48 10938 1454 97.20 

204 PARSVNATH DEVELOPERS LTD. T5216 ^ -5724 — 113.04 — 7234 30373 5235 1343.26 

E 19 OMAXELTD. — 78000 5837 8968 775 51161 6803 135423 

PE mor wos. LTO. | 5% 448 04158 7865 9942 1328 20123. 
d 476 AUTOMOTIVEAXLESLTO. 540 24: 65578 401 11302 1506 22055 

ЕЙ) 481 КРАМ 170. s МОТ л 100 мл 19% м 17% 

КЩ 478 3M INDIA LTD. ТЕ O 4b 152 9872 13.22 1339.88 
ЕН -DEVELOPMENT CREDIT DANK LTO: ИСИ вало 00 WS әз ЗА 

S *  LAKSHMIVILAS BANK LTD. 74247 2954 5030 9905 59829 8061 407.72 

i * PRATIBHA INDUSTRIES LTD. | © 74032 5720? 4473 3056 8416 11.37 200.66 

Е · JB CHEMICALS & PHARMACEUTICALS LTD. 734020 3065. 78.74 5233 133.16 1814 348.72 
{ 414 NECTAR LIFESCIENCES LTD. 00: _ 73365 — 20 — 5458 — -3479 15212 2073 275.30 

E * oOSHTVINDALTO. о 75 7542 7628 1507 -17839 -2455 308351. 

P * —SAURASHTRA CEMENT LTD. ГАН ЫН мв А 44 вз —— 10870 
ИЩ * SURYA PHARMACEUTICAL LTD. — клап UN. он 284 12% 592 ТИ 

ПЕЙ * EXCELCROPCARELTD. = 12163 3900 273 187 6844 98 11430 
ШҮЙ 457 ESKAY KNIT (NDIA) LTD. 784 — 1027 1766 -40 12005 1670 5759 
ДЙ 165 EICHER MOTORS LTO. 7:8 49 90 584 447 690 81095 

Т 305 SALORAINTERNATIONAL LTD. _ 2 7543 5494 0.28 -М- 1502 210 36.07 

Й = *_BANNARIAMMANSUGARSLTD. - 22022 11329 31.83 11978 18297. 18258 — 2560 1037112 

T 237 ASHAPURAMNECHEMLT. 71060 8277 25548 -МА- -359.74 -5059 278.75 

КЩ > GREENPLY INDUSTRIES LTD. | 70059 34B 3731 367 8829 1243 148.08 | 

Mi > EMMSONSINTERNATIONALLTOD. — — — 71012. 29 597 4984 2438 3430274 
ШИ (1 FEDERAL-MOGUL GOETZE (INDIA) LTD. 708.25 12.86 890 -МА- 72% 1029 29839 

S 258 FINANCIAL TECHNOLOGIES (NDA) LTD. 70450 -4767 36860 -61.65 47797 6785 427403 

[X <  TITAGARH WAGONS LTD. | | 704127 244 6478 695 10619 1508 530.04 
ІЗІ *  LTFOODSLTD. | | 70106 21.39 1070 -61.99 7106 1014 9092 
ES 421 KIRLOSKAR FERROUS INDS. LTD. = 70052 44 795 -8379 5389 760 2482. 
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15) 
THE 


spice 


V EK а 


Spice Mobiles recently launched its first flexi dual 
handset ‘Spice D-6666'. The handset provides the 

users with an option to choose GSM-- CDMA mode 
and GSM+GSM mode in a single phone. 


RANK | RANK 


209 


456 


454 JAY BHARAT MARUTI LTD. 





MP 
ТЕ СОМРАҚҮ 


463 WALCHANDNAGAR INDUSTRIES LTD. 

О SONAKOVO STEERING SYSTEMS LTD. 

EUIS 0 n 
* DEWAN HOUSING FINANCE CORPN. LTD. 

















* — SREERAYALASEEMA ALKALIES & ALLIED CHEMICALS LTD. 690.09 


a —À———M ——————————M——— 


452  CHEMPLASTSANMARLTO. - 


ЕОР UE ee ee ОНЫ ТО. 


399  SPENTEX INDUSTRIES LTD. 
* — BALAJI DISTILLERIES LTD. 


488 ABBOTTINDIALTD. | 
434 — CLASSIC DIAMONDS (INDIA) LTD. 
_* SPICE MOBILES LTD. 
_*__ RENAISSANCE JEWELLERY LTD 
487 CARBORUNDUM UNIVERSAL LID. - 


483  DHAMPUR SUGAR MILLS LTD. 
2%. ҚАНА CERAMICS LTD. 

_ * CENTURY PLYBOARDS (INDIA) LTD. 
2%.  TINPLATE CO. OF INDIA LTD. 
401 RADICO KHAITAN LTD. 

000 o PROPERTIES & eee VID 
РГЕН 
ен LTD, 

















* 
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RANK 456-480 | A-15 


NEESALES 
Re Су PBDITA (Rs. Cr) ОРМ (%) | M-CAP (Rs. Cr) 
_ 6и 95% о” 1184 7226 103 970.98 
_ 89632 о9 3103  -NA- 6995 129 21013 
_ 646 480 1341 -5316 7028 — 1012 14645 
_ 692.29 2:6 8630 53 640 8869 698.89 _ 
$9208 548, 10.56-94.55 5940 88 7427 
52.94 2731 18.48 11865 1719 83.45 
68147 3,62 6860 -МА- 6979 — 1024 3850 
68146 6419 9482 7520 269.10 3949 98829 
67974 -1461. 77.40 12415 2280 2% 5152 
679.25 26.92 947 9.0750 767 21758 
67856 — 1221 6287 -813 10236 1508 63488 
. 885b 35 357 мм 4008 зу вәл. 
_ 67259 13192 103 9298 — 446 08 әт 
_ 805! әл 2035 3458 380 зз _ 60% 
|. 67034 1079 5972 385 14659 2187 102020 
67015 986 382 -106.34 12093 1939 276.26 
669.09 32,84 890 -4071 8159 1219 236.44 
667.74 2239 1111 7510 4019 602 79407 
66749 63.84 _ 34.80 783.25 129.29 19.37 136.83 
665.63 -17.38 654 -75.36 88.14 — 1324 78841 
. 8495 аз 5000 ыз 25763 3874 59132 
_ 8A] 1437 _ 1275 Өз 16580 2509 68019 
65766 10.07 _ 6518 — -114 12937 1967 15242. 
65607 — 2492 4014 9891 5934 — 904 8989 
65505 1175 (8746 9654 22.51 156.19 


_ 147.42 
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"BE COMPANY Rs Cr Y Rs Cr "ue PBDITA (Rs. Cr) | OPM(%) | M-CAP (Rs. Cr) 
ПАШ 491 NOVARTIS INDIA LTD. 654.18 899 10371 666 171.67 — 2624 1151.47 
[78 465 PRICOL LTD. _ 65066 217 3002 -NA- 3885 597 85.54 
КЕЩ * — HANUNG TOYS 8 TEXTILES LTD. 649.00 29.66 6445 61 113.32 17.44 153.34 
78 * — VOLTAMP TRANSFORMERS LTD. _ 64943 1608 114.80 43.68 17495 26.94 559.90 
[M * KPITCUMMINS INFOSYSTEMS LTD. |. 6430 3275 6277 — 204 103.54 15.95 338.28 
КЕҢ * BALASOREALLOYSLTD. = ž  ž 64572 19% 094 9718 6293 975 103.90 
БЕСКЕ: 5” в” %% bie 
ИИ * PROCTER 8 GAMBLE HYGIENE & HEALTHCARE LTD. | 64544 19.16 - 13142 4631 192720 2986 2925.27 
WE + ATLAS CYCLES (HARYANA) LTD. | 644 — 98 —— i90 T ... 20194 3% . 906 
ПІН * TULSYANNECLTD. 0 OREMUS 951 -30.79 _ 4658 7.36 25.24 
ШИ > SEL MANUFACTURING CO. LTD. 629.87 60.55 6228 38.86 133.12 21.13 114.65 
КИҢ * — PENNAR INDUSTRIES LTD. _ 60920 16298 3809 23.63 75.82 12.05 308.50 
КЩ 402 — ANDHRA PRADESH PAPER MILLS LTD. | 62797 3.98 1895 1457 123.15 1961 149.31 
ТІЛІН 409 PRISM CEMENT LTD. 62669 -17.31 96.23 -50.08 177.80 28.37 952.12 
СӘЙ MAGMAFNCORPLTO. | 62549 32.83 39.04 -22.75 366.46 58.59 371.76 
EE Unter) MOSTRES LTD: n 40 л... ж. Ме — 
ENS Wo ANN mn MUS IQ LE о 099 1 М 2559 uiid 
ENS MSIL LI o s os ИН eee юв 44 101-164 216.88 
[SÉ -> | ELDER PHARMACEUTICALS LTD. _ |. 61963 1246 49.14 -95ү 10600 1711 464.64 
SW * PAPER PRODUCTS LTD. - 61962 1550: 2129 -24.96 60.68 979 258.81 





Around 2,244 BSE-listed » The top 500 companies are > Figures аге forthe financial year 9 Macro classification of 
companies are chosenforthe selected and ranked on the April 1, 2008 to March 31, 2009. industries is done to simplify 
rankings. basis of Net Sales. the industry categories. 


ж..... New Entrant | А У--- Change over the previous fiscal year | МА- Not Applicable 
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000 


How Пе Analyst500 was arrived at... | 


Around 2,244 companies that are listed on the Bombay Stock Ex- 
change (BSE) have been considered for 7he Analyst 500 rankings. The 
data for FY 2008-2008 (April 1, 2008 to March 31, 2009)! were taken for 
the ranking purposes. 77e Analyst 500 companies have been ranked on 
the basis of Net Sales clone; however other important parameters like PAT, 
Operating Profit or PBDIT, Operating Profit Margin, Net Profit Margin and 
Market Capitalization have also been considered so as to provide a mare 











comprehensive picture of the performances of respective companies. The 
list also contains the rankings of 2008 for the current 500 companies to 
give the readers an idea about the changes in the rankings over the previ- 
ous year. All these figures are stand-alone performances of respective 
companies. 

In addition, there is an industry-wise list of companies comprising 
those figuring in 7he Analyst 500in an alphabetical order. 





Discrepancy in data, if any, from the actual figures can be attributed to the normalization process adopted by СМЕ while uploading the data in order 10 maintain 


ИТОГИ across the werd. 


Parameters & Definitions 





Net Sales 
Net Income = ((Sales + Income from finan- 
cial services)-Indirezt Taxes) 


PAT 
PAT is the measure of Profit after the Tax 
deduction. 


Growth in PAT 

PAT growth is calculated as percentage in- 
crease/decrease in PAT over the fiscal year 
2007-08. 


PBDIT 
PBDIT is the measure of profit before sub- 
tracting Depreciation, Interest and Tax. 


Growth in PBDIT 
PBDIT growth is calculated as percentage in- 


crease/ decrease in Operating Profit (PBDIT) 
over the fiscal year 2008-2009. 


Operating profit 

For Non-financial companies it is defined as 
PBDITA 

Profit before income depreciation interest 
taxes and amortization 


Operating Profit Margin (OPM) 

Operating Profit margin is calculated as 

For Non-financial companies: (PBDITA / Net 
Income) * 100 

For financial services companies: (PBDPTA / 
Net Income) * 100 


Net Profit Margin (NPM) 
NPM is calculated as PAT divided by Net sales 
NPM = (PAT / Net Sales) * 100 


Data Source 


| Market Capitalization (M-Cap) 


The market capitalization of a company is de- 
fined as the product of the closing price of its 
stock on a particular day and the number of 
outstanding equity shares as on that date. The 
cut-off date for the average market capitaliza- 
tion for all 776 Analyst 500 companies is 23° 
October 2009. 


"The financial data collected for a few com- 
panies varied from 7 to 18 months: 
Hindustan Unilever(15); Sujana Metal Prod- 
ucts Ltd. (15); Spice Communications Ltd. 
(15); Sujana Universal Industries Ltd. (15); 
Sujana Towers Ltd. (15); Spice Mobiles Ltd. 
(15); Garden Silk Mills Ltd. (9); Eicher Mo- 
tors Ltd. (9); Prism Cement Ltd. (9) and 
Mphasis Ltd. (7). 


The rankings are based on the data sourced from PROWESS, a corporate database developed by the Center for Monitoring 


Indian Economy (СМТЕ). 


Disclaimer: The Analysthas takenutmost care and caution in collecting the data before publication. In spite of this, if any omission, inaccuracy or printing errors occur with regard to the data, 77e Analystwill 


повре held responsible or liable. This study is meant for information purpose only. 
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Industry-wise Classification 



























à 
\ 
NK COMPANY pgs fü 
С. ABRASIVES 
ШЕШ carconunoum universal ito. = 
ie JET AIRWAYS (INDIA) LTD. 11517.06 | 4g 
BLUE STAR LTD. | fy Sa 8 Me | 
WHIRLPOOL OF INDIA LTD. 1965.36 
GUJARAT ALKALIES & CHEMICALS LTD. 1419.69 
SREE RAYALASEEMA ALKALIES & ALLIED CHEM. 690.09 
PW ALUMNUM&ALUMINUMPRODUCTS — — 
HINDALCO INDUSTRIES LTD. — — 1880474 |. 28 
NATIONAL ALUMINIUM CO. LTD. 5436.75 |. 86 
SHRIRAM TRANSPORT FINANCE CO. LTD. 3725.03 |. 
MAHINDRA & MAHINDRA FIN. SER. LTD. 1370.48 | 
SUNDARAM FINANCE LTD. = отав 
CHOLAMANDALAM D B S FINANCE LTD. 1118.84 .— 
MAGMA FINCORP LTD. 62549 | 
BOSCH LTD. | 4936.60 | 
BHARAT FORGE LTD. = 2096.36 | 
AMTEK AUTOLTD. — 1408.77 I. 
 MOTHERSON SUMI SYSTEMS LTD. 182300 | 
SUNDRAM FASTENERS LTD. | 125946 | 
AMTEKINDIALTD. = _ 12772 94 
WHEELS INDIA LTD. = кп ENG 
MUNJALSHOWALTD. | 843.27 400 
RICO AUTO INDS. LTD. 00 75125 4% 
AUTOMOTIVE AXLES LTD. 75100 (482 
FEDERAL-MOGUL GOETZE (NDIA) LTD. 70825 4 
SONA KOYO STEERING SYSTEMS LTD. 696.32 | 
SUBROS LTD. = 046 468 
JAVBHARATMARUTILTD. 69208 | 
PRICOL LTD. 650.66 | 
STATEBANKOFINDA у. тво |B 
ICICIBANKLTO. мыл ғ 
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RANKING 








INDUSTRY- 


WISE COMPANY 


PUNJAB NATIONAL BANK 

HD FC BANK LTD. 

BANK OF INDIA 

CANARA BANK 

BANK OF BARODA 

AXIS BANK LTD. 

| DB | ВАМК LTD. | 

UNION BANK OF INDIA 
CENTRAL BANK OF INDIA 
INDIAN OVERSEAS BANK 
SYNDICATE BANK О 
ORIENTAL BANK OF COMMERCE 
UCO BANK 

ALLAHABAD BANK 

INDIAN BANK 

CORPORATION BANK 

ANDHRA BANK 

VIJAYA BANK 

BANK OF MAHARASHTRA 
STATE BANK OF TRAVANCORE 
STATE BANK OF BIKANER & JAIPUR 
DENA BANK I 

STATE BANK OF MYSORE | 
FEDERAL BANK LTD. | 
KOTAK MAHINDRA BANK LTD. 
JAMMU & KASHMIR BANK LTD. 
INDUSIND BANK LTD. 

ING VYSYA BANK LTD. 

YES BANK LTD. 

KARNATAKA BANK LTD. | 
SOUTH INDIAN BANK LTD. 
KARUR VYSYA BANK LTD. 
BANK OF RAJASTHAN LTD. 
CITY UNION BANK LTD. 
DEVELOPMENT CREDIT BANK LTD. 
LAKSHMI VILAS BANK LTD. 


BEER&ALCOHOL = 


UNITED BREWERIES LTD. 
BALAJI DISTILLERIES LTD. 


NET SALES 
(Rs. Cr) 





21993.54 


19798.72 — 


18818.98 
18644.08 
17164.61 


13675.55 8 
12980.33 — 


12901.70 


11375.67 | 


11029.18 
10133.69 
9850.73 


892970 | 


8672.73 
7432.53 
6976.72 
9863.15 
9721.30 
4834.63 


4630.49 | 


4359.04 
3739.18 
3699.47 


362467 0 


3924.40 


3200.18 | 


2770.55 
2727.08 
2441.75 
2240.17 
1777.99 
1699.47 
1466.07 


873.50 , 


746.46 


ELI 


1685.61 
679.25 


NET SALES 
RANKING 
2009 
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INDUSTRY- NET SALES 
WISE COMPANY : ж 
ЗАМКІМС (Rs. Cr) 


 ВАРІСО KHAITAN iL 





COR E M— a = 





NET SALES 
RANKING 
2009 


SUJANA UNIVERSAL INDS. LTD. 1178.86 Lea 
ALA ENGINEERING LTD. 938.86 376 
| AHMEDNAGAR FORGINGS LTD. 657.66 478 


754 GRASIM INDUSTRIES LTD. 11006.96 50 747 \ 
f- AC C LID. | | | 7268.98 SOM Өй 
: AMBUJE CEMENTS LTD. 6650.22 ГОР: 
; ULTRATECF CEMENT LTD. 6414.67 s n 

INDIA CEMENTS LTD. 3401.28 nc A 

E SHREE CEMENT LTD. 2762.97 RUS, 97. 

\ MADRAS CEMENTS LTD. 2538.29 3% 164. 
BIRLA CORPORATION LTD. 1833.65 Et Vat 
DALMIA CEMENT (ВНАҺАТ) LTD. | 1743.07 2172219 } 

ie JK CEMENT LTD. | 1504.88 37 ВАВ ' 

e BINANI CEMENT LTD. | 1483.25 Ap 294 z 
i J K LAKSHMI CEMENT LTD. 1252.64 — 296 - 

CHETTINAD CEMENT CORPN. LTD. 1125.15 ТМА 328 | 
OCLINDIA LTD. | | 1109.64 883. 
RAIN COMMODITIES LTD. 1005.19 (94 2359. 

ШЕ SANGHI INDUSTRIES LTD. | | 820.43 2 лл 
J HEIDELBERG CEMENT INDIA LTD. 758.36 221420 t 

SAURASETRA CEMENT LTD. uM 724.05 OMM 

PRISM CEMENT LTD. вве 4% 

Ез GE CU ШШ. 

KAJARIA CERAMICS LTD. | 669.09 47. 
HSILLTD. 621.25 498 
der come cum SM 
CENTURY TEXTILES & INDS. LTD. 3960.79 12%. 
ALOK INDUSTRIES LTD. 317774 18. 
ARVIND LTD. | 242881 174 
S KUMARS NATIONWIDE LTD. 1551.17 REIR 
BOMBAY DYEING & MFG. CO. LTD. 1362.53 274 - 
KS. & INDUSTRIES LTD. 84282 401. 
ESKAY KNIT (INDIA) LTD. | o 71894 44. 
S E L MANUFACTURING CO. LTD. 629.87 49. 
ОЕ ИЕС ТО 
GUJARAT М В Е СОКЕ LTD. | 1534.07 2402. 
GUJARAT MINERAL DEVP CORPN. LTD. 1010.75 P _356 È 
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Industry-wise Classification 














ied COMPANY p cn RANKING 

RANKING Е (Rs. Cr) 7009 
HOUSING DEVELOPMENT & INFRASTRUCTURE LTD.1807.77 Е EN 
SOBHA DEVELOPERS LTD. 909.10 — 387 
PARSVNATH DEVELOPERS LTD. = 75216 49 
ОМАХЕ LTD. - 752.00 430 
TATA MOTORS LTD. 27016. 56 5% 16 | 
ASHOK LEYLAND LTD. 6244.07 | Pe. 
FORCE MOTORS LTD. 17/77 39° 


---- —— ee ---- 


SPICE MOBILES LTD. 67259 468. 
X L TELECOM & ENERGY LTD. | __ 65607 479 








COMPUTER SOFTWARE 

| TATA CONSULTANCY SERVICES LTD. 2261954 19. 
WIPRO LTD. 2195400 2. 
| INFOSYS TECHNOLOGIES LTD. 21122.00 93 
ы нсі TECHNOLOGIES LTD. 4773.91 _ 1% 
|) TECH MAHINDRA LTD. 436200 МІЗ 
| ORACLE FINANCIAL SERVICES SOFTWARE LTD. 237744 178 - 
7 PATNI COMPUTER SYSTEMS LTD. 1638.58 290. 
| MPHASISLTD. = 147358 257 
И ICSA (INDIA) LTD. 10122 _ 3% 
7 MINDTREE LTD. 101,143: 30 
|) ROLTA INDIA LTD. 80111 _ 390_ 
| CMCLTD. | 832.88 46 
FINANCIAL TECHNOLOGIES (INDIA) LTD. 70450 ^ 452 — 

K PIT CUMMINS INFOSYSTEMS LTD. 64931 | — 485 
HCLNFOSISTENS LTD 1242664 M0 
MOSER BAER INDIA LTD. 230076 | 19 
COMPUAGE INFOCOM LTD. — 771.87 ROME 
a. 284799 БШ 

ELECON ENGINEERING CO. LTD. - 96123 369 
E- — INDUSTRIES LTD. 8751.14 85 
MIRC ELECTRONICS LTD. | 142835 | 263 

TREND ELECTRONICS LTD. 781.82 419 
SA РИ io eR ho. he ne 
“Шинаси 00000000 
| В INDUSTRIES (INDIA) LTD. 1227282 | 492 
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ЕЙ HINDUSTAN COPPER LTD. 





HINDUSTAN UNILEVER uD. 
1 ООО 


DABUR INDIA LTD. — 
COLGATE-PALMOLIVE (NDIA) LTD. 








_ 20709. n 


1236.67 














GODREJ CONSUMER PRODUCTS uD. 





VARDHMAN TEXTILES LTD. | 
ABHISHEK INDUSTRIES LTD. - 
RSWMLTD O 
SANGAM (NDIA) LTD. 

KPR MILL LTD. 


| SPENTEX INDUSTRIES LTD. 


OF. & NATURAL GAS CORPN. LTD. __ 


PROCTER & GAMBLE HYGIENE & HEALTH CARE LTD.645.44 


МЕ... 
ELLE 
679.74 





290149 
„8 И 


1381.07 





e 


-—— 









OL INDA LTD. 


NESTLE INDIA LTD. - 

























































488 





| 


— ——— 






———— 


_ 6876.76 







_ 2907.02 — 152 
242675 175 
| 1775.87 217 
1128.57 MEN 





E65 4 
е: 
Se 
E 


433 














72 















сават 105 
Й GLAXOSMITHKLINE CONSUMER HEALTHCARE 1701619.69 232 
| HATSUN AGRO PRODUCTS LTD. 1011.78 94. 
ШИ HERITAGE FOODS (INDIA) LTD. 78297 418 
ADIVABIRLANUVOLTD. 483176 10. 
OST ШЕТТЕ 
KESORAM INDUSTRES LTD. 380191128 
D C M SHRIRAM CONSOLIDATED LTD. 342830 | 128 - 
APARNOUSTRESLTO. 248506 170 
BALMER LAWRIE & CO. LTD. 166391 227 
ORIENT PAPER &INDS.LTD. 1851.56 239 
PRAKASH INDUSTRIES LTD. 152856 | 244 
SURYA ROSHNILTD. зв №. 
| NAHAR INDUSTRIAL ENTERPRISES LTD. 1013.60 352 - 
 ТЕХМАСО LTD. - | 1011.73 355 
D CM SHRIRAM INDS. LTD. / . 84258 40 
BAJAJ EL ELECTRICALS LTD. 177948 25 
VALUE INDUSTRIES LTD.  — 1245.01 298 
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Industry-wise Classification 





































5251.20 ЗА 
4512.70 ME 


ll cram. ОИ 
| DR. REDDYS LABORATORIES 70. 











M RANBAXYLABORATORIES LTD. — à— 398009 А 
[SUN PHARMACEUTICAL INDS. LTD. — ол ама 
ормо — — — — 290076 15. 

| PRAMAL HEALTHCARE LTD. _ . 24955 ВА 


GLAXOSMITHKLINE PHARMACEUTICALS ио. 


Й CADILA HEALTHCARE LTD. 
WOCKHARDT L LTD. 


__1951.01 а 
1920.10 M 


. . 155307 ан 





























| IPCA LABORATORIES LTD. / | 129358 289 - 
| TORRENT PHARMACEUTICALS LTD. _ 120741 308 — 
| DMS LABORATORIES LTD. — — 120568 907. 
ORCHID CHEMICALS & PHARMACEUTICALS LTD. 119387 310 
ALEMBIC LTD. = _ 110225 ^ 385 - 
| AVENTISPHARMALTD. 108253 ES 3 
ANKUR DRUGS & PHARMA LTD. — — 96793. 387 
| GLENMARK PHARMACEUTICALS LTD. 958.14 92 
ВИЙ Biocon LTD. = | 93621 3" 
ПВ Panacea вот. о 81813 | 409 
| STRIDES ARCOLABLTD. —— __ 795.22 NEN 
нд тө аш 
| ув CHEMICALS 8 PHARMACEUTICALS LTD. | 73402 E М) 
NECTAR LIFESCIENCES LTD. 7965 ШАШ 
SURYA PHARMACEUTICAL LTD. _723.02 ES 
ABBOTT INDIA LTD. ве А 
UNICHEM LABORATORIES LTD. 66247 Кен 21 
Мы _________ 654.18 жаи 
В ELDER А PHARMACEUTICALS ор. _ 61963 | 499 
| EVEREADY 7 INDI) LTD. 85411 9% 
[ micro wks uo. | 180022 075 
BAe 





_ 931.84 










CLARIANT CHEMICALS (INDIA) LTD. 










POWER GRID CORPN. OF INDIA LTD. 6988.33 






592980 8 
10610.30 MD 


| vtPcu 


| RELIANCE INFRASTRUCTURE LTD. 
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JOMPANY 











TATA POWER CO.LTD. — 
| TORRENT POWER LTD. 
НЕМЕЦ LIGNITE CORPN. LTD. 
Ш CESCLTD. _ m 

| GUJARAT INDUSTRIES P POWER CO. LTD. _ 





_ 787458 — 

441086 — — 
es № 
94679 А 
-— 5940 ИШ 














































зы 


: CUMMINS INDIA LT ТИШ 
Ё KIRLISKAR OIL ENGINES LTD. _ 
D GREAVES COTTON LTD. 


___ 396105 MEE: 
_ 519147 E. 
лы 





| COROMANDEL INTERNATIONAL LTD. = 
Д TATA CHEMICALS LID. — Е 
Й RASHTRIYA CHEMICALS & FERTILIZERS Т. 8440.93 60. 
ZUARI INDUSTRIES LTD. ——- | 618192 79 
GUJARAT STATE FERTILIZERS & CHEMICALS LTD. 587328 82 
NATIONAL FERTILIZERS LTD. | 518263 E 88 - 
| CHAMBAL FERTILISERS & CHEMICALS LTD. 


968256 52 


_817211 % 








___ 400179 E 
| GUJARAT NARMADA VALLEY FERTILIZERS CO. LTD.2906.94 153 
| MANGALORE CHEMICALS & FERTILIZERS LTD. 247988 169 
ИИА FERTILIZERS & CHEMICALS LTO. 237020 шамы 


FERTILISERS & CHEMICALS, TRAVANCORE LTD. 2154.45 191 


— eT —— 











BATA INDIA LTD. 985.28 363 


7% 





1236089 un 
95235 MD 


каны n 
] TITAN INDUSTRIES LTD. 




















| GITANJAL! GEMS LTD. | 2775.26 165 

Г SURAJ DIAMONDS а JEWELLERY LTD. — — 2460086 — 171. 
ASIAN STAR CO. LTD. — — 12613 294. 

g SHRENUJ & CO. LTD. — 3  —— 491665 аш 

Й CLASSIC DIAMONDS (NDIA) LTD. ев а 
M d UD „570.51 ШШЕ 


—————— 9 —— 





. 18563 2% 
_ еы 99 
007560 2. 
76385 423 


Í KRLoSKAR BROTHERS LTD. 
PSKFINOIALTD. — 
ATLAS COPCO (NDIA) LTD. — 
ШЕ SIS 


















— 
7 ABBLTD. 


_ 9195 Ma 
_ 657 NE 
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AREVAT&DINDIALTO. — — _ 204569 16. 
кою — — Б 399. 








VOLTAMP TRANSFORMERS LTD. (64943 484 






132064 БОШ 
_ 122535 | 302 


ТЗТ eee EID MIB. 
n ыы 












Те КИИН 


TOAN HELS OO. LID. 
| EIHLTD. 


162784 Ee 
93424 978 












БАТА 982050 M 








| UNITECH UD 222202000000 4417.00 ПЕ 
BT uj PRATIBHA INDUSTRIES uD. _ 740.32 497 _ 





3 ANSAL PROPERTIES & INFRASTRUCTURE LTD. 





„964.95 Шо 






| HOUSING DEVELOPMENT FINANCE CORPN. LTD. 1100672 48 
7 LIC HOUSING FINANCE LTD. — | 902760 — 148 
69229 459 

















| DEWAN HOUSING FINANCE CORPN. ит. 


+ 34510. 24 12 





| LARSEN & TOUBRO LTD. — — 124 E 
© РИМ LLOYD LTD. 2. z 6950 7 


| ERA INFRA ENGG. LTD. — 
| ALSTOM PROJECTS NDIA LTD. = 
BGRENERGY SYSTEMS ТО. — = 
| ENGINEERS INDIA LTD. | 
| BLKASHYAP&SONSLTD. = 
ОК AHLUWALIA CONTRACTS (INDIA) LTD. | 

ee 


. 236177 | 180 

231806 18. 
195220 20. 
бз! 28. 
147937 285. 
117036 36. 
389 









INSHA дд o 







1491.69 | 25 





I ALFA LAVAL (INDIA) LTD. _ 80375 412 
7) PRAJ INDUSTRIES LTD. _ 793.1 _ 45. 















WALGHANDNAGAR INDUSTRIES L по. _ 698.84 496. 





Е ere 
МАЗ һы ee ee 
SIMPLEX INFRASTRUCTURES LTD. 






603091 80 
4961.60 5 
464858 106 
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Still Supporting 
your Risks & Profits 


Your Trusted Partner in Risks 





General Insurance Corporation of India 


anda arena star fra 


Head Office : 

"Ѕигакѕһа", 

170, Jamshedji Tata Road, Churchgate, 
Mumbai - 400 020, India 


Tel. : +91 22 2286 7000 
Рах: +91 22 2289 9600 
Email: їпїо@дїсоїїпдїа.сот 
Website : www.gicofindia.in 










Assets and Ratings Financials 2008-09 
US $ in Million 
Total Assets USS 5,872 US$ 1,577 
Rated A - (Excellent) by AM Best 055 34 


Rated AAA (In) by CARE for Claim 77 
Paying Ability ЁЛЕ 


= x Н іе те, $ ? K, ey 
Е ws he’ uz U 
í Р r ips i x^ 
A us asd TAS. 
-2 ACT Серен >ш ; 


US$ 275 





Branch Offices: 
Dubai 
London 


Representative Office: 
Moscow 


INDUSTRY- 


NETSALES | NETSALES 
WISE COMPANY у | RANKING 
RANKING (Rs. Cr) 2009 


4113.89 








117 


















VAGARJUNA CONSTRUCTION CO. LTD. 








xeu ЗАММОМ INDIA LTD. 3675.88 [RAM 
И чїритан CONSTRUCTION CO. LTD. 300149 149. 
PATEL ENGINEERING LTD. 1582.12 E eo 
В JV C PROJECTS (INDIA) LTD. 127086 2% 
[| UNITY INFRAPROJECTS LTD. 1157.07 _ 320. 
Й ЗАОВНАУ ENGINEERING LTD. 105267 543 
И оносон PROJECTS LTD. 100608 351 
Il GAYATRI PROJECTS LTD. 993.95 361. 
4 ITD CEMENTATION INDIA LTD. 922.23 Bx. д A 
K N R CONSTRUCTIONS LTD. 757.47 427 
POWER FINANCE CORPN. LTD. 6541.61 i M. 
RURAL ELECTRIFICATION CORPN. LTD. 490664 | |98 
INFRASTRUCTURE DEV. FIN. CO. LTD 3319.88 FEKTA: 
IF CI LTD. 1404.53 267 
| AMSSORGERDSTREUGN о 
GAIL (NDIA) LTD. 2357999 18 
PETRONET L N 6 LTD. 8502.13 58 
GUJARAT GAS CO. LTD. 1319.65 psc _ 
INDRAPRASTHA GAS LTD 88205 39 
f БОГЕТ ҚЫ Ы "o ss A Xd 
CASTROL INDIA LTD. 2288.05 184 
SAVITA GL TECHNOLOGIES LTD. 115320 322 
GULF OIL CORPW. LTD. 925.03 — 381. 
ЕҢ LTD. 1308.31 287 
SUN T VNETWORK LTD. | 1069.76 — 541. 
DISH T V INDIA LTD. 726.75 440 
H T MEDIA LTD DES B 1347.53 aa 
JAGRAN PRAKASHAN LTD. - | 838.75 i 403. 
DECCAN CHRONICLE HOLDINGS LTD. 813.75 410: 
METALPRODUCTS 000 Я 


JINDAL STEEL & POWER LTD. 7795.59 a... 
SHA MARTIN LTD. | | 2135.76 192. 
RAMSARUP INDUSTRIES LTD. 184276 210. 
ADHUNIKMETALKSLTD. | 1188.45 39/2. 
MANAKSIA LTD. 990.98 362 
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Industry-wise Classification 








SES COMPANY NETSALES EG 
RANKING (Rs. Cr) ATO 
NMDCLTD. 6428.34 mM 
SESA GOA LTD. 4768.28 — 10. 
 ASHAPURA ММЕСНЕМ LTD. 71106 448 
MISC. MANUFACTUREDARTICLES | ЛЕТНА 
1-1 ROHIT FERRO-TECH LTD. 880.98 ЖЕТЕ 
HANUNG TOYS 8 TEXTILES LTD. 64960 483 
JUBILANT ORGANOSYS LTD. 250643 16 
AARTI INDUSTRIES LTD 143047 _ 260 
INDIA GLYCOLS LTD. 975.59 |96 
GODREJ INDUSTRIES LTD. 950.10 374 
TAMILNADU PETROPRODUCTS LTD. 94848 375 
KRBLLTD. 1199.36 ЕСТІ 
L T FOODS LTD. 700106 454 
RELIANCE CAPITAL LTD. - 297088 | 150 
SHRIRAM CITY UNION FINANCE LTD. 93275 | 379 
RE TE 5 299 
ae PIDILITE INDUSTRIES LTD. 176582 | 218 
| DEEPAK FERTILISERS & PETROCHEM CORP LTD. 1440.08 | 261. 
PHILLIPS CARBON BLACK LTD. 1197.44 309. 
STERLING BIOTECH LTD. 17838 94 
B A S F INDIA LTD. 12145 | 330. 
JAYANT AGRO-ORGANICS LTD. 83057 406 
О OTERCONSTRICPON&ALIDACIMTES = 
ABAN OFFSHORE LTD. — — 1215.46 (0090. 
JINDAL DRILLING & INDS. LTD. 78309 417 


SSHIV-VANI OIL & GAS EXPLORATION SERVICES LTD. 681.46 463 


OTHERELECTRONCS 


а аа — ---------- а е 





BHARAT ELECTRONICS LTD. 4762.29 E WWE 
HONEYWELL AUTOMATION INDIA LTD. 96747 _ 368 
SAMTEL COLOR LTD. - 787.67 416 

| HINDUSTAN ZINC LTD. 650776 76 
И TnPLate co. oF woa To. — 6749 474 
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INDUSTRY- 
WISE 
RANKING 


NET SALES pH E 
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COMPANY (Rs. Cr) е G 





RAYMOND LTD. 1496.76 


EN 
WE LSPUN INDIA LTD. | 1460. 19 260 
АВ G SHIPYARD LTD. 1418.70 B 
BHARATI SHIPYARD LTD. 1094.94 22397 ді 
TITAGARH WAGONS LTD. 704.27 est 493. } 
АТ LAS CYCLES (HARYANA) | LTD. _ 634.84 pc № . 


‘PAINTS & VARNISHES ES 


4519.45 


ASIAN PAINTS LTD. 108 
BERGER PAINTS INDIA LTD. 1518.50 245. 
KANSAI NEROLAC PAINTS LTD. 1498.33 29. 
IC INDIA LTD. ~ 1104.26 3% 


JK PAPER LTD. m 17107 — 315 — 
TAMIL NADU NEWSPRINT & PAPERS LTD. 1119.82 3931. 
BALLARPUR INDUSTRIES LTD. 103500 2 348 _ 
ANDHRA PRADESH PAPER MILLS LTD. 627.97 49. 
WEST COAST PAPER MILLS LTD. 623.77 497 
| PASSENGERCARS&MULT-UTLTYVEHCLES == 
| MARUTI SUZUKI INDIA LTD. 21250. 80 ETC E 
MAHINDRA & MAHINDRA LTD. 13390.09 _ 35 





------ ——— 


| 


UNITED PHOSPHORUS LTD. 
BAYER CROPSCIENCE LTD. 
RALLIS INDIA LTD. 


2626.13 
1399.01 
847.86 


162 


269 


399 


TT | 
| 
| 
| 

| | 
| 
| 

| | 
| 
| 
| 
| 
| 


2180.17 
1311.26 $ 


JAIN IRRIGATION SYSTEMS LTD. 
SUPREME INDUSTRIES LTD. 


oM 
3M. 


МЕСНМАМ ORGANICS LTD. 70506 44 
EXCEL CROP CARE LTD. 72163 443 

1 САТ ҒА inet a Spee TM 

VISA STEEL LTD. 104735 94 

ТАТА METALIKS LTD. 10890 37 
KIRLOSKAR FERROUS INDS. LTD. _ 70052 455 
| :  PASTCRIMS - [bit a I жазасы an 

ЕЕ cosmo ruusu. _ _ 65505 480 

Ba. LTD. 1609.82 Ex 
PAPER PRODUCTS LTD. 619.62 500 

ЕЎ PLASTICTUBES&SHEETS,OTHERPRODUCTS = 
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Industry-wise Classification 


INDUSTRY- 


NET SALES 


NET SALES 
Ез ANKING 


WISE (Rs. Cr) 


RANKING 


COMPANY 














NILKAMAL LTD. 897.53 
FINOLEX INDUSTRIES LTD. 1509.10 247 
SUPREME PETROCHEM LTD. 1489.09 252 
SOUTH ASIAN PETROCHEM LTD. 1138.80 324 
D C WLTD. 92351 99 
CHEMPLAST SANMAR LTD. 66147 7 
| _PRMEMOVERS з a 
BHARAT HEAVY ELECTRICALS LTD. 27416.01 _ 15. 
SUZLON ENERGY LTD. 739732 66 
THERMAX LTD. 313050 145 

| 22 PROCESSEDPACKAGEDFOODS о 

ЕЕ опон ооо. вов зә 
GOKALDAS EXPORTS LTD. 1170.17 907 
KOUTONS RETAIL INDIA LTD. 1040.13 — 





INDIAN OIL CORPN. LTD. 309831.1 8% 


RELIANCE INDUSTRIES LTD. 14372217 6 
BHARAT PETROLEUM CORPN. LTD. 13487099 3 
HINDUSTAN PETROLEUM СОВРМ. LTD. 12636998 4. 


MANGALORE REFINERY & PETROCHEMICALS LTD.38331.00 ^ 10 
ESSAR OIL LTD. 37795.44 11 
CHENNAI PETROLEUM CORPN. LTD. 33457.13 14 





GRAPHITE INDIA LTD. 
ыы 
RETAIL TRADING 


1144.60 | 
1038.95 - 





PANTALOON RETAIL (INDIA) LTD. 507286 89 
SHOPPER'S STOP LTD. 1341.27 ИШ — 
VISHAL RETAIL LTD. 1323.16 _ 280 
_ PORT & SPECIAL ECONOMIC ZONE LTD. 1263.54 ЕГІН 
DREDGING CORPN. OF INDIA LTD. 823.67 47. 


| шел 





ЕЕ stip inc СОВРМ. OF INDIA LTD. 4496.41 10 

ll GREAT EASTERN SHIPPING CO. LTD. 309245 147. 

Й MERCATOR LINES LTD. 1222.61 59 

И GREAT OFFSHORE LTD. 95049 — 379. 
ШЇ VARUN SHIPPING CO. LTD. 91534 9% 
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TATASTEELLTO. = 
JSWSTEELLD. - 
БРАТ INDUSTRIES LTD. | 
BHUSHAN STEEL LTD. EM 
JSLLTD. — 
UTTAM GALVA STEELS LTD. 

| KE C INTERNATIONAL m. 
LLOYDS STEEL INDS. LTD. 





MUKAND LTD. = 
Й suana METAL PRODUCTS LTD. 
B LA BALAJI NDS LTD. | 
| vor STRUCTURES LTD. _ 
Й ELECTROTHERM (INDIA) LTD. 





Е ааа 
| ISMTLTD. 


ll SUNFLAG IRON & STEEL CO. LTD. - 
fl GODAWARI POWER & ISPAT LTD. 


j SARDA ENERGY & MINERALS LTD. 


ТЕН АЛКА OF INOA LID. __ 


NATIONAL STEEL & AGRO INDS. uD. 


KALPATARL POWER TRANSMISSION uD. 


| MONNET ISPAT 3ENERGYLTD. С 
MAHINDRA UGINE STEEL CO. LTD. - 


INDIAN METALS & FERRO ALLOYS uD | 









| KALYANI STEELS LTD. — 
SURANA INDUSTRIES LTD. 












DUMTUNESED, — 
BALASOREALLCYSLTD. | 
В TULSYAN N EC LTD. 

ТЕТЕ NDUSTRES. LTD. 








жазалады ЭТАН. REN ETD. 












JINDALSAWLTD, 0-0 
СЕТЕ — | 
TUBE INVESTMENTS OF INDIA LI LTD. 
MAHARASHTRA SEAMLESS LTD. _ 
-ELECTROSTEEL ZASTINGS- LTD. 
MAN INDUSTRIES (NDIA) LTD. 
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Industry-wise Classification 








RATNAMANIMETALS &TUBESLTD. = 
LANCO INDUSTRIES LTD. 









I EXIDE INDUSTRIES 110. m 339092 138 


——MMM À——— À— — — ŘŮ 


И AMARARAJABATTERIESLTD. 0 33:7 29° 
| HB L POWER SYSTEMS LTD. _ | 1241.12 














E BAJAJ HINDUSTHAN LTD. — — 188332 206 
SHREE RENUKA SUGARS LTD. — — 182487 212 
E1 D-PARRY (INDIA) LTD. 163291 231 
ТВМЕМ ENGINEERING & INDS. LTD. 1587.02 237 
E BALRAMPUR CHINI MILLS LTD. 1470.08 258 
| SAKTHI SUGARSLTD. 102732 349 
BANNARIAMMANSUGARSLTD. 71329 447 


И rampur SUSAR мии. 67015 ап 















[КОО RAMA SYNTHETICS (NDIA) LTO.. = = 248333 MM 
| JBFINDUSTRIESLTD. = | 240535 177 
























Й SRFLTD. |. 1816.23 239. 
К GARDEN SILK M MILLS Ы. | 134676 27. 
B CENTURY ENKA О. = 1169.27 318. 


SHRI LAKSHMI COTSYN LTD. 847.87 38° 


ВА NOS.LTD. тз 40 





| АТА тА uD. | 1589.29 | 24M - 
{ MCLEOD RUSSEL INDIA | D. 836.43 404 
1% ‘BHARTI AIRTEL LT. o 2222 3438792 ОН 
RELANCE COMMUNICATIONS LTD. 14788.76 — 32 
 MAHANAGAR TELEPHONE NIGAM LTD. 4964.20 94 


f ТАТА COMMUNICATIONS LTD. 4275.84 116 


| TATA TELESERVICES (MAHARASHTRA) ТО. 2029.16 197 
| TULIP TELECOM LTD. — — 170003 222 - 
| SPICE COMMUNICATIONS LTD. 1616.11 _ 233 


GTLLTD. . 1518.18 246 









Қамаш EET А Yen ERR LAC ДЖУ cay pilis 5 ЕЗГЕ 


B cu 199571 д] 
GODFREY PHILLIPS INDIA LTD. 1127.99 327 | 


са 


Be 200000 20035 196. 
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City Union Bank 
Fusion of 
Tradition and Technology 





City Union Bank offers a fiesta of High-Notes 

services which gives ultimate \ Debit Card (VISA) Facility - Cash withdrawal from 
33,000 ATMs all over India without any service charge. 

comfort to the customers. 


A Payment of Utility bills like Telephone, Mobile Phone, 
LIC Premium through Internet Banking. 


A Book your Railway Tickets, Air Tickets, Cinema Tickets 
through Internet Banking. 


А Know your Account Status through Mobile Banking. 


CITY UNION BANK LTD 


Registered Office : Kumbakonam 612 001, Tamil Nadu 
ышы» Tel : 0435-24302322 Fax:0435-2431746 Email : rom@cityunionbank.com 
Website : http://www.cityunionbank.com SMS : “CUBDEPOSIT” to 9900654321 


All our Branches are completely Networked 











TRUST AND EXCELLENCE 
SINCE 1904 


Any Branch Banking e Internet Banking e ATMs e Electronic Money Transfers e SMS Banking 





"City Union Bank Limited proposes, subject to receipt of requisite approvals,"Market conditions and other considerations, to issue equity shares on a"rights basis"to its existing equity shareholders and 
has filed a draft letter of offer" (“ООР”) with the Securities and Exchange Board of India ("SEBI"). The DLOF*is available on the website of the SEBI at www.sebi.gov.in as well as on the"websites of the lead manager 
at www.edelcap.com. Investors should note“that an"investment in equity shares involves a high degree of risk and for details"relating"to the same, please refer to the section titled ‘Risk Factors’ of the DLOF” 


—————— 
Industry-wise Classification 




























NDUSTRY- NETSALES | NETSALES INDUSTRY- IETSALES | NETSALES 
ubl COMPANY Rs. Cr) cow M COMPANY Re Cr RANKING 
BÉ STATE TRADING CORPN. OF INDIA LTD. — — 1979263. — 26 —- 
ШЕ ADANI ENTERPRISES LTD. 1180638 — 43 [ШЇ соки. REFOILS & SOLVENT LTD. 2699.27 159 
В PTC INDIA LTD. © SAT 4 B varco LD. - | 191450 204 - 
REDINGTON (NDIA) LTD. — 5782.46 84. BÉ GUJARAT AMBUJA EXPORTS LTD. 1658.54 980 
SURANA CORPORATION LTD. 2285.48 185 AMRIT BANASPATI CO. LTD. 80446 41 
USHDEV INTERNATIONAL LTD. 1385.78 270: | AGRO TECH FOODS LTD. | 775.62 421_ 
SARASWATI INDUSTRIAL SYNDICATELTD. 1292.34 290 - САТТЕ ТЕ Жк: ОД. ЗА 
VARUN INDUSTRIES LTD. 1221.65 — 304 - STERLITE TECHNOLOGIES LTD. ——— 229175 | 183 
Ш | 84955 997 HAVELLS INDIA LTD. | 019975 188 | 
ET u 74674 — 494 - FINOLEX CABLES LTD. 137207 272 
B sacra INTERNATIONAL LTD. | 71543 446 KEI INDUSTRIES LTD. = 98456 — 394. 
| EMMSONS INTERNATIONAL LTD. | _ 71042 480 О pe eee 
ft су ATLOGISTICSS CSSERVICI РАНА GREENPLY INDUSTRIES LTD. 710.54 — 449 
CONTAINER CORPN. OF INDIA LTD. 358803 — 132. CENTURY PLYBOARDS (INDIA) LTD. 66774 48. 
TRANSPORT CORPORATION OF INDIA LTD. 129965 | 288 - TT _ Top 10 Indu | | 
| mE EE кш: а т terms of Net Sales) 
| TWO& THREE WHEELERS — | — —— J—— 
HERO HONDA MOTORS LTD. 1310393 ж | eS SR Ne 
BAJAJ AUTOLTO. 9116.62 53 2 “State Bank of nda Banking Services 
TVS MOTORCO. LTD. 368220 129 3 Steel Authority of India Ltd. — See — 
| EICHER MOTORS 110. с 7708 45 4 Тай Motors Е Automobiles 
3 б МШШ ОДО 5 X8 — "^W т 
MRFLD. = 5066.29 0 6 Power 
JK TYRE &INDS. LTD.  _ 4969.96 зв 77 СЕЧЕ 
APOLLO TYRES LTD. | 410059 — 09 2 "wm 
CEAT LTD. 253739 165 — 
BALKRISHNA INDUSTRIES LTD. 1з 2 ° ' а 
GOODYEAR INDA LTD. = 9332 | жа ° its 














ADD Corporation Limited, Business Park, 6th Floor, Chinchali Noka, S. V. Road, Malad (W), Mumbai — 400064. * Tel : (88-22) 2876 7171 / 6570 7171, Fax: (91-22) 2876 7t 
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| 1. OBJECTIVE OF THE BOOKS—TO SERVE AS A TUTOR АТ 5. PRESENTATION OF THE TEXT—TEACH YOURSELF STYLE 
! HOME 6. APPROACH OF THE TEXT—TO THE POINT 
2. NATURE OF THE BOOKS—SELF STUDY TEXTBOOKS 7. PARAGRAPH OF THE TEXT—UNDER SUITABLE HEADING/SUB- 
3. QUALITY OF THE TEXT—STANDARD & AUTHENTIC HEADING 
4. LANGUAGE OF THE TEXT—SIMPLEST MEANT TO SERVE 8. IMPORTANT FORMATS/FORMULAE—HIGHLIGHTED THROUGH 
BEGINNERS EYE-CATCHING SCREENS 


Useful Books for CA-CPT, PCC/IPCC-ATC 
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QUANTITATIVE | Grewals | || 
APTITUDE | Accountancy | 
MATHEMATICS | | "— | 


VOLUME-1 
CA Common Proficiency Test (CPT) | 


PN LROR4 


COMMON PROFICIENCY TEST | 
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STATISTICS 
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S.K. AGARWAL | 
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Business Ethics |] ESTA COSTACCOUNTING 
æm ап FOR | | for 

2* Communication |] УТ | СА-1РСС-АТС _ 
iw СА-РССЛРСС ЩИ] СА-РССЛРСС a 





Оту КУА 
Dc OMPRAKASH SIYAN! 





— (DIVISION OF S. CHAND & COMPANY LTD.) 
$. CHA 7361, Ram Nagar, Qutab Road, New Delhi-110055, Ph: *91-11-23672080-81-82, Mb: 9899107446, 9911310888 
empowering minds Fax: *91-11-23677446; e-mail: info@schandgroup.com 


AHMEDABAD Ph: 079-27541965, 27542369, Mb: 09898320122, 09898320123, BANGALORE Ph: 080-22354008, 22268048, Mb: 09916448962, 09342211337, 09341073452, BHOPAL Ph: 0755- 

4274723, Mb: 09826263621, 09893471364, CHANDIGARH Ph-0172-2725443, 2725446, Mb:09417365440, 9872827234, CHENNAI Ph:044-28460026 Mb: 09382727911, 09962302200, 

COIMBATORE Ph:0422-2599594, Mb: 09444228242, CUTTACK Ph: 0671-2332580-81, Mb: 09437023695, 09861127634, 09437080693, DEHRADUN Ph: 0135-2711101, 2710861 Mb: 

09412056235, 09997609498, GUWAHATI Ph: 0361-2738811, 2735640, Mb: 09435147859, 09864072267, HYDERABAD Ph: 040-24744815, 24651135, Mb: 09391326155, 09848853554, JAIPUR 

Ph: 0141-2719126, Mb: 09414072099, 09829364756, JALANDHAR Ph: 0181-2401630, 5000630, Mb: 09876317298, 09815917379, JAMMU Mb: 09878651464, KOCHI Ph: 0484-2378207, 

2378208, 2378740, Mb: 09847115641, 09446865992, 09495061136, KOLKATA Ph: 033-22373914, 22367459, Mb: 09433056774, 09231470818, 09830905932, LUCKNOW Ph: 0522-2626282, 

"- 2284815, 2626801 Mb: 09450761154, MUMBAI Ph: 022-22690881, 22610885 65102804, Mb: 09820428395, NAGPUR Ph: 0712-2777666, 2723901, 2720523, Mb: 09823014950, 09373128354, 

| PATNA Ph: 0612-2302100, 2300489 Mb: 09431879219, 09431457411, PUNE (Resident Office) Ph:020-64017298, 26055375, Mb: 09225543947, 09421777703, RAIPUR Ph: 0771-2443142, Mb: 
09981200834, RANCHI (Resident Office), Ph: 0651-2208761, Mb: 09430246440, VISAKHAPATNAM Ph: 0891-2782609, Mb: 09347580841 
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Indian Oil 


The Energy of India 





The largest oil company is successfully meeting the energy needs of the 
country and is continuously growing in strength. 


ndia’s flagship rational oil com- 

pany and downstream petroleum 

major, Indiam Oil Corporation Lim- 
ited (IOCL), snapped up 105^ rank and 
emerged as the highest ranked Indian 
company in the prestigious Fortune 
Global 500 listing for 2009. As the larz- 
est public sector enterprise of India, 
IOCL has been successfully meeting 
the energy requirements of millions of 
people everyday across the length and 
breadth of the countrv, cutting across 
difficult terrains and rough climatic 
conditions. It is also engaged in con- 
tinuous investments in modern tech- 
nologies for sustainable energy flow 
and economic growth as well as in de- 
veloping techno-econa3mically viable 
and environment-friendly products 
and services for the benefit of its con- 
sumers. During the 50 years of its op- 
eration, the corporaticn has achieved 
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stupendous success (2009 has been the 
Golden Jubilee Year for Indian Oil)— 
Indian Oil and its subsidiaries now ac- 
count for a 48% share in the petroleum 
products market, 40% share in refining 
capacity and 71% downstream sector 
pipelines capacity in India; it also 
owns and operates 10 of India's 19 re- 
fineries with a combined refining ca- 
pacity of 60.2 million metric tons per 
year. And in FY2008-09 too, the com- 
pany notched another year of sterling 
performance. According to IOCL's 
Chairman Sarthak Behuria, the 
Corporation's refimneries surpassed 
100% capacity utilization and clocked 
the highest ever throughput of 51.4 mil- 
lion tons. Breaching the 10,000-km 
mark in length, the pipelines network 
registered the highest ever operational 
throughput of 59.5 million tons of crude 
oil and petroleum products. 


And this time also, without an iota 
of surprise, in The Analyst’s ranking of 
top 500 companies in India for 
FY2008-09 on the basis of net sales, 
IOCL has bagged the number one slot 
with net sales of Rs 3,09,831.14 cr, far 
outclassing its private sector rival Re- 
liance Industries Limited, which 
grabbed the distant second place with 
net sales of Rs 1,43,722.17 cr during 
the same period. For the FY2008-09, 
IOCL’s net sales increased by 24.11%, 
whereas its Profit After Tax (PAT) de- 
clined by 57.65% and reached Rs 
2,346.60 cr. The other players which 
figured in the refining category are 
Bharat Petroleum Corporation Lim- 
ited, Hindustan Petroleum Corpora- 
tion Limited, Mangalore Refinery & 
Petrochemicals Limited, Essar Oil 
Limited and Chennai Petroleum Cor- 
poration Limited. Oil India Limited 
and ONGC are the two companies 
which have figured in the crude oil and 
natural gas category. 


Incessant dominance 

The IOCL has continuously dominated 
the oil and gas segment in India. Its 
persistent dominance in this segment 
can be attributed to its unparalleled 
infrastructure, drive towards techno- 
logical supremacy and its consumer- 
centric approach. Its gigantic cross- 
country network comprising of 11,574 
outlets, varied range of products, avail- 
ability of unique selling points in all 
customer segments have given it a dis- 
tinct edge over its rivals. The 
Corporation’s cross-country network of 
crude oil and product pipelines, span- 
ning over 10,000 km and the largest in 
the country, meets the vital energy 
needs of the customers in an efficient, 
economical and environment-friendly 
manner. Moreover, it has been able to 
extend the reach of user-friendly 
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INTERVIEW 
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“IOCL has undertaken massive expansion of facilities and also downstream integration into 


petrochemicals in a big way.” 


In FY2008-09 too, Indian Oil Corporation Ltd. has retained the top slot in 
the Indian Oil & Gas industry, in ' 77e Analyst 500: India's Biggest and 
Best Companies.’ How do you see the performance of IOCL in this year? 
Dur:ng 2009-10, we expect our sales volume growth at about 7%, 
and even after factoring the fall in prices of oil products due to 
recession, we expect to retain our leadership 
position. This year would be seeing some of 
our major projects getting completed. Naph- 
tha eracker project at Panipat, Hydrocracker 
facilities at Haldia, Residue upgradation 
project in Gujarat, Quality upgradation 
projects at various refineries and Chennai- 
Bangalore Pipeline projects would all be com- 
pleted during this year, resulting in capitali- 
zation of about Rs 25,000 cr. Considering the 
lower under-recoveries during the current year 
and other positive factors such as lower inter- 
est rates, rupee appreciation and inventory 
valuation gains, we expect to post a decent 
profit during the year. 

What have been the reasons behind this consistent 
performance of IOCL throughout the years? 
Indian Oil has been following a growth path and has made 
large-scale investments in the last two decades. Panipat re- 
finery of 6 MMTPA and its expansion by another 6 MMTPA, 
Barauni expansion, Haldia expansion, Quality and Yield 
upgradation projects in various refineries, cross-country pipe- 
lines, notably Chennai-Trichy-Madurai Pipeline, LAB project 
at Gujarat Refinery, PTA facilities at Panipat refinery—all 
were conceived and commissioned during this period. Appro- 
priate marketing strategies ensured that we continued to be 
the market leader. As of now, we have about Rs 60,000 cr 
projects under execution and at various stages of completion. 
The quality and trained manpower ensure that we continue to 
grow and maintain our leadership position. 

How the company and the industry as a whole have been impacted by 
the recession? 

One of the major fallouts of the recession was reduced avail- 
ability of foreign eurrency loans, resulting in pressure on In- 
dian banks, and :ts consequence on the interest rates. The 
steep fall in prices all of a sudden had also resulted in huge 
inventory losses. However, on the positive side, the recession 
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and the consequential fall in prices of petroleum products had 
resulted in drastic reduction in the under-recoveries suffered 
by OMCs on the four sensitive products. 

What are the challenges the oil and gas industry in India is facing today? 
There are a number of challenges faced by the oil and gas sector 
in India. The current fall in demand globally 
for products such as gasoline and diesel has 
resulted in very thin refining margins in the 
range of $3 to $4 per barrel, as against $6 to 
$9 prevailing in the last few years. The refin- 
eries are also investing heavily in capital-in- 
tensive quality upgradation projects which 
might not give the desired return. This will 
put further pressure on the profitability. The 
selling prices of four sensitive products, viz. 
MS, HSD, kerosene and LPG, are controlled, 
resulting in under-recoveries to the marketing 
companies. The lag in the compensation 
mechanism would also put pressure on the li- 
quidity of the integrated oil PSUs. The huge 
discovery of Gas KG basin has resulted in sur- 
plus naphtha which needs to be exported. 

How do you see the future of IOCL as well as the industry as a whole? 
IOCL has undertaken massive expansion of facilities and also 
downstream integration into petrochemicals in a big way. 
The naphtha cracker facilities at Panipat with an investment 
of about Rs 14,500 cr is expected to be commissioned by 
March 2010, and this would absorb substantial quantity of 
naphtha which otherwise needs to be exported. All refineries 
are being modernized to upgrade the fuel qualities as well as 
product upgradation to high value products. Though India is 
surplus in refining capacity, Indian Oil is deficit with respect 
to its ewn availability of products from its refineries, and 
hence even after the expansion of some of the refineries, the 
need for export will be minimal. The demand growth for petro- 
leum products in India is also high and hence Indian Oil is 
looking forward to sizeable volume growth in the years to 
come. Тһе petrochemicals segment would contribute signifi- 
cantly to the top and bottom lines in the next 3 to 5 years. We 
expect deregulation of some of the sensitive products and a 
transparent subsidy mechanism for the remaining which 
would augur well for the profit growth of the company. 


Indane LPG to a staggering level— 
IOCL enrolled 21 lakh new LPG cus- 
tomers during the year 2008-09, rais- 
ing the total number of Indane house- 
holds to nearly 529 lakhs. Further- 
more, due to innovative initiatives, 
strong brand communications and 
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sales promotion campaigns, Indian 
Oil’s branded fuels XTRAPREMIUM 
petrol and XTRAMILE diesel—have 
been able to maintain their firm lead- 
ership position. And importantly, its 
diversified customers, such as rail- 
ways, power houses, fertilizer plants, 


defense, aviation, coal and marine, 
have insulated it from cyclical demand 
fluctuations. Besides, IOCL/'s state-of- 
the-art research and development cen- 
ter is its unique strength. Barring its 
pioneering work in lubricant formula- 
tion, refinery processes, pipeline trans- 


| Chartered Financial Analyst | 





portation and alternative fuels, the 
center is also the nodal agency of the 
hydrocarbon fuel €conomy in the coun- 
try. The center holds 214 active pat- 
ents, including 113 international pat- 
ents. 


Bright future 

IOCL posted a net profit of Rs 284.4 cr 
for the second quarter of the current fi- 
nancial year ended September 30, 2009 
on declining crude oil prices and overall 
improvement in physical performance, 
including higher capacity utilization of 
refineries, while in the second quarter 
period of last fiscal, it had posted a net 
loss of Rs 7,047.1 cr due to high crude 
prices and subsequent higher losses on 
sale of petroleum products such as 
petrol and diesel. During Q2 of last 
year, global crude prices had touched an 
all-time high of over $145 a barrel. Non- 
revision of retail prices by marketing 
companies resulted in an increase in 
losses during Q2 of last year. 
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Behuria has recently commented that 
the country's biggest petroleum prod- 
ucts retailer is unlikely to be affected by 
the surge in global oil prices in the near 
future, as the average price of Indian 
imports was still around $63 to $64 a 
barrel. *Situation is comfortable be- 
cause in the current mechanism we get 
bonds from the government,” he added. 
And in recent quarter, “IOC has re- 
ported profit not only due to a reduction 
in losses from fuel sales and variation 
in the exchange rate, but also due to bet- 
ter operations and improved capacity 
utilization,” commented SV 
Narasimhan, Director (finance), ТОСТ, 
Moreover, IOCL’s profit has come with- 
out the support of oil bonds that govern- 
ment issues to oil marketing companies 
for the losses they suffer due to retail 
sales of petroleum products at below 
market prices. 

IOCL has also been devising an ar- 
ray of measures to maintain its leader- 
ship position. It is investing Rs 43,400 






cr during the period 2007-12 { 
menting its refining and pipe; 
pacities, expanding its market 
frastructure and upgrading its | 
quality. To achieve the next ] 
growth, Indian Oil is currently : 
ahead on a well laid out roa 
through vertical integratior 
Stream into oil Exploration an 
duction (E&P) and downstrear 
petrochemicals—and diversifi 
into natural gas marketing, bic 
wind power projects, besides g 
ization of its downstream Opera 
The future looks bright with los; 
tributors gradually vanishing an 
der-realization becoming a thing ı 
past with more or less stable oil p 
And with all these, IOCL is like 
grow in value, strength and import 
and continue to serve the In 
economy for the years to соте. в 
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Tata Motors 


gloomy forecasts. 


ith Nano at one end and 

the Land Rover-Jaguar deal 

at the other, many were won- 
dering whether Tata Motors would be 
able to pull it off. Nevertheless, shrug- 
ging off the criticism of skeptics, Tata 
Motors’ Vice-cha:rman Ravi Kant is 
quite upbeat about Nano’s success and 
is confident that Jaguar and Land 
Rover (JLR) will reap profits in just a 
couple of years. At а time when automo- 
bile demand is sputtering, the global 
crisis has taken its toll on Tata Motors. 
However, to the surprise of many, Tata 
Motors has turned the corner sooner 
than later. 

As per The Analyst’s ranking of the 
тор 500 companies in India, Tata Mo- 
tors grabbed the top spot in Indian au- 
tomobile category with net sales of 
Rs 27,016.56 cr for the FY2008-09. Its 
Profit After Tax (PAT) has stood at 
Rs 1,016.55 cr. In our analysis, Maruti 
Suzuki India Ltd. and Mahindra & 
Mahindra Ltd. occupied the second 
and third slots respectively. Undeni- 
ably, Tata Motors, established in 
1945, is India's largest automobile 
major by revenues. Importantly, it is 
the world’s second largest medium 

and heavy bus manufacturer and also 
the world’s fifth largest mecium and 
heavy commercial vehicle manufac- 
turer. The first company from India’s 
engineering sector to be listed on the 
New York Stock Exchange (in Septem- 
ber 2004), it has over 4 million Tata 
vehicles plying on Indian roads. 


On a bumpy ride 

The global automobile industry was а 
serious victim of the recession monster 
and India’s largest producer of com- 


On Fast Track to Recovery 


Though Tata Motors has had а tough 
hold, the company has quickly bee 





last year as the global crisis took 


n turning the corner, beating the 


mercial vehicles has also not been left 
completely unscathed. Tata Motors 
posted its first annual loss in seven 
years, buffeted by a drop in global de- 
mand and piled up losses at the JLR 
unit after it was acquired by Tata Mo- 
tors in 2008 for $2.5 bn (approximately 
Rs 12,000 cr). The company posted a 
consolidated loss of Rs 2,505.25 cr for 
the year ended March 31, 2009, 
against a stand-alone profit of Rs 
2,167.70 cr in the previous year. How- 
ever, interestingly, the total income 
rose by 9996 te Rs 70,938.85 cr vis-à- 
vis stand-alone income of Rs 35,660.07 
cr in the corresponding period a year 


0. 

The global meltdown has wit- 
nessed drying up of vehicle financing 
and global demand, which led to de- 
clining vehicle sales. Besides this, 
huge foreigm currency losses also 
wreaked havec and resulted in piling 
up of losses. Rupee’s precipitous slid 
against dollar during last year also 
damaged the earnings of many of 
India’s blue-chip companies then, in- 
cluding Tata Motors. Importantly, the 
acquisition of luxury JLR brands 
brought in more woes to the automo- 
bile giant. Though JLR made a profit 
in 2007 and continued to do so in the 
first half of 2008, it began to pile up 
losses subsequently, as the global cri- 
sis took hold. Hence, the company rein- 
forced that its consolidated financial 
performance was not comparable to 
that of 2007-08 on account of the acqui- 
sition of JLR in June 2008. “This is the 

first time the company is announcing 
consolidated results with JLR. JLR 
had made a profit in 2007 and contin- 
ued to do so in the first half of 2008," 


ісу) 10 ——————— 


said Ravi Kant, Vice-Chairman, T 
Motors. He added that the compan 
making “JLR stand on its own feet 
wil undertake major belt-tighter 
measures." 


A bright spot 
Though the vehicle maker might ! 
shocked the market with larger-t 
expected losses on a consolidated k 
it was quick to emerge as one of th: 
bright spots in à global industry 8 
gling to emerge from its worst 
downturn. After a dismal 200 
sales of vehicles have bounced 
again in India with lower interest 
and improved consumer sentimer 
the back of extremely substantie 
aggressive cost-cutting measure 
recovery in demand, Tata Moto 
corded more than double profits. 
ing the forecasts. Tata Motors pc 
net profit of Rs 7.29 bn ($156.4 1 
the quarter to September, up fr 
3.47 bn a year ago. Also, the tc 
come surged 13% to Rs 79.79 
sales bounced back, compared tc 
year ago. The recovery was also a 
the lower foreign exchange los 
150 mn, compared to Rs 2.45 bn 
the corresponding period las 
“Volume recovery combined ч 
proved realizations contrib) 
growth in revenues, while stab 
rial prices and accelerated cos 
tion efforts continued to yield b 
impact on margins," the c 
stated. 

However, the figures ar! 
alone and do not include that o 
ish JLR units. Hence, the co! 
making serious endeavors t 
losses at JLR units also. A f 
sands of employees have alre 
laid off and many more plant: 
down. “For cost-cutting mea 
have sent people on sabbatica 
have a tight control on cash fl 
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"Currently, the Indian automotive industry constitutes 5 to 696 of India's GDP and the Automo- 
tive Mission Plan aims at doubling the contribution to 10 to 11% by 2016." 





How do you see the current automobile landscape in India? 

Indian automobile industry has grown progressively since the 
delicensing and opening up of the sector for FDI 
in the early 1990s. Today, India is the world's 
second largest manufacturer of two-wheelers 
and the fifth largest manufacturer of commer- 
cial vehicles. We also manufacture the largest 
number of tractors in the world. In a nutshell, 
we have a well-developed auto industry produc- 
ing a variety of vehicles. The industry has wit- 
nessed impressive growth in the last two de- 
cades. Over a period of time, the Indian automo- 
bile industry has absorbed the latest technol- 
ogy and has become a hub for exports of small 
cars to the world. Of late, India has become the 
largest exporter of automobiles, surpassing 
even China. The who's who of the global auto- 
mobile industry have either already estab- 
lished themselves here or are planning to 
manufacture vehicles in India. The growth of 
the industry was encouraging till 2006-07. 
Since then, the growth has slowed down or declined. The govern- 
ment has also come out with the Automotive Mission Plan 2006- 
16 that provides a vision and road map for the industry. Cur- 
rently, the Indian automotive industry constitutes 5 to 6% of 
India's GDP and the Automotive Mission Plan aims at doubling 
the contribution to 10 to 11% by 2016. 

What has been the impact of recession on various segments of Indian 
automobile industry? 

Since 2006-07, the industry has witnessed a decline in its sales 
due to factors like rupee appreciation, high interest rates, re- 
duced availability of finance, etc. In 2007-08, the industry regis- 
tered a decline of 2.3% over the previous year. Although, in 2008- 
09, the industry registered a moderate growth of 396, it could not 
be isolated from the impact of global economic slowdown. The 
worst affected segment was commercial vehicles, which wit- 
nessed a negative growth of 7.5% in production for the first half of 
2009-10. Exports of commercial vehicles registered a decline of 
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3596 for the same period in 2009-10. After registering a negative 
growth of 0.4% in April 2009, the passenger car segment regis- 
tered a high growth of 24% in September 
2009 in its production. Similarly, the two- 
wheeler segment has also recovered in the 
first half of the current financial year (12%). 
How did they cope with the downturn? How are they 
placed now? 
Adjusting to the global economic slowdown 
has not been easy for the Indian automotive 
industry. Thanks to the government’s stimulus 
measures, the industry has been able to recover 
and the sharp decline has been arrested. A se- 
ries of measures like cut in CENVAT rate to 8%, 
extension of DEPB scheme till December 2010, 
assistance provided to states under JNNURM 
for the purchase of buses for their urban trans- 
port system, higher depreciation, increased 
spending on infrastructure, etc. have all helped 
the industry register growth in this challenging 
scenario. 

What are the current issues confronting the automobile industry? 

There are a number of issues that are important for the growth of 

the Indian automobile industry: 

e Rationalization of excise duty on big and small cars; 

e Skill development for the industry. It is expected that by 2022 
this industry would require 35 million people at various lev- 
els from the current level of 11 million employed today in this 
industry; and 

e Opportunities and challenges arising out of various bilateral 
trade agreements and also multilateral trade negotiations. 

How do you see the future of automobile industry in India? 
The automobile industry in India is already playing an important 
role in the economy with its strong backward and forward link- 
ages. We are upbeat about the potential of this sector in India and 
confident that, with appropriate investment incentives and in- 
frastructure development, we can occupy a significant share of the 
world market. 


ous restructuring methods are under- 
taken wherein we are postponing cer- 
tain projects that are not very impor- 
tant. We have also shut down some 
plants and will shut down more, if re- 
quired. We would work towards bring- 
ing the break-even point come earlier 
‚ for the ЛЖ. The entire Tata Group is 
very bullish and we expect that the com- 
pany will perform well,” added Kant. 
Also, in an attempt to repay the 
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debt incurred in connection with JLR 
acquisition, Tata Motors issued new 
equity shares in the form of Global De- 
positary Shares (GDSs) and coupon con- 
vertible notes (Notes), together aggre- 
gating $750 mn, which will be listed on 
the Luxembourg Stock Exchange. The 
issue has also got a tremendous re- 
sponse from the investors. Kant avers, 
“This is a significant milestone for Tata 
Motors. This transaction is a reaffirma- 


tion of investor confidence in the auto- 
motive sector and bears testimony to 
the trust reposed in the long-term out- 
look and performance of Tata Motors.” 
The larger-than-expected success of 
Nano and, above all, the positive vibes 
signal that the automobile major is on 
its way to a fast-track recovery and will 
race ahead soon with renewed vigor.= 

— Y Bala Bharathi 
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Tata Consultancy Services 


Leading from the Front 





Amidst the unprecedented economic downturn, the industry's marketing mantra 


of cost reduction alone is no longer sufficient to win customers. To compete with 
other low-cost destinations, Indian outsource providers must go beyond cost 
reduction solutions and move up the value chain by offering strategic solutions. 
However, the industry leader TCS continued to drive the new growth prospects. 


o industry could escape the 

impact of the global economic 

slowdown. India’s $60 bn IT- 
BPO sector is no exception to that. 
However, the sector has had an incred- 
ible history and grown from mere $4 bn 
in 1998 to a $52-bn sector in 2008, em- 
p.oying over 2 million people. In the past, 
the industry proved itself resilient by 
dealing successfully with the uncer- 
tainty created by the dotcom crash in 
2001. After the Gotcom meltdown, it 
staged a major recovery to boom over the 
next five years, registering a 30% annual 
growth until fiscal 2008. 

The growth rate declined sharply to 
16% in fiscal 2008. It faced a brutal year 
in many respects, as companies and cus- 
tomers were passing through a terrible 
twinge. Top companies like Infosys Tech- 
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nologies and Wipro have admitted that 
their revenues are under pressure. The 
National Association of Software and 
Service Companies (NASSCOM), an in- 
dustry body, has estimated that the In- 
dian IT-BPO serviees sector will grow by 
a mere 4-7% in the current fiscal. In 
2008-09, it posted revenues of $59 bn, 
with exports contributing $46 bn and do- 
mestic business $13 bn. NASSCOM has 
estimated the software exports to be at 
$48-50 bn and the domestic revenues to 
grow 15-18% this fiscal. These projects 
indicate that the industry is far from re- 
turning to the golden pre-recession days. 


Opportunity in crisis 

The industry generates around $40 bn 
annually, but the current financial cri- 
sis will slow down the top giant’s tar- 


gets. However, in ап attempt to mini- 
mize the impact of the global economic 
slowdown, they have initiated several 
measures and hope to see more opportu- 
nities in the long run, as the western 
companies want to cut costs by sending 
work to India. When protectionist mea- 
sures of nations are rising, the industry 
has conveyed the message that they are 
best placed to help the corporate world in 
cost savings and efficiency. It has proved 
its potential by adding new customers in 
a big way. The key strengths driving the 
sector continue to be entrepreneurial dy- 
namism and access to a large pool of 
skilled manpower at low costs. 

During the third quarter of 2008, the 
top four Indian companies added about 
25-40 new clients. Despite the global 
slump in the IT sector, the United Na- 
tions Conference on Trade and Develop- 
ment (UNCTAD) report finds that Indian 
IT industry has managed to remain rela- 
tively unscathed and has seen its oppor- 
tunities multiply. It spotlights that IT 
and IT-enabled services are of growing 
importance in world trade and have been 
more resilient during the crisis and that 
the expansion of offshore services has 
only just begun. The report examines that 
some segments of the off-shoring industry 
in India appear to have been more af- 
fected than other players. 

Elaborating the effect of economic 
slowdown on the industry, Pramod 
Bhasin, Chairman, NASSCOM, says, 
^While growth was synonymous with in- 
dustry performance in the past decade, 
resilience and efficiency was the thrust in 
the year 2008-09." One of the significant 
developments during the year was the 
sector's thrust to reengineer itself to part- 
ner with its clients in testing times. Ac- 
cording to Pramod Bhasin, increase in 
fixed price contract and shifting from 
onsite to offshore and end-to-end trans- 
formational deals helped the industry get 
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over 90% repeat business from its clients. 
The negative impact on the industry's ex- 
ports due to developments in the US and 
the UK and the consequent economic re- 
cession have compelled the domestic big 
IT players to shift their focus more to the 
domestic and newer high growth regions 
like Eastern Europe, Asia-Pacific, the 
Middle East and Africa. Ernst & Young 
believes that Indian IT sector presents 
significant untapped potential with an 
addressable market opportunity reach- 
ing $15 bn to $19 bn by 2012. 


Next growth engine 


Indian IT players are increasingly 
showing renewed interest in the bil- 
lion-dollar emerging domestic market. 
Telecommunications, banking, and in- 
surance services, transportation and 
logistics, including airport and port 
modernization projects and metro rail 
development projects, utilities, includ- 
ing power projects, oil and gas, and wa- 
ter distribution projects are some of 
the strong industry verticals providing 
growth. Beyond these sectors, the 
growth is primarily being driven by the 
government which is spending a sig- 
nificant amount of money on e-gover- 
nance projects and other public sector 
projects like Indian Railways modern- 
ization, smartcard deployments and 
several State-wide Area Network 
, projects. Beyond these projects, Indian 
government's Unique Identification 
Authority of India (UIDAI) project 
could provide large opportunities to IT 
services companies. Milan Sheth, 
Partner in technology practice at Ernst 
& Young, opines, “There is phenomenal 
IT spending taking place and large vol- 
ume contracts from public sector un- 
dertakings, leaving government and 
Indian businesses up for grabs." Re- 
cently, Infosys bagged $45.3 mn in a 
pilot project to build the Indian Rail- 
ways an integrated coach management 
system. Similarly, India's top IT player 
TCS bagged a large contract to auto- 
mate the issuance of passports. Ac- 
cording to Sheth, Indian IT firms are 
also increasing their focus on the do- 
mestic market to enhance their skills. 
He explains: “They get to handle larger 
projects that offer opportunities to 
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move up the value chain, which are dif- 
ficult to come by in the developed mar- 
kets. This helps Indian IT firms de- 
velop capabilities that can be lever- 
aged in other emerging markets like 
Brazil and newer markets like Africa." 
With increasing opportunities, the 
domestic market witnessed enhanced 
focus in the recent past. Domestic BPO 
got a special boost with over 40% 
growth in fiscal 2009. Based on esti- 
mates put out by NASSCOM, the dif- 
ference in growth rates between the do- 
mestic and overseas markets is set to 
widen further. Exports are expected to 
grow between 4% and 7%, while the do- 
mestic market is expected to grow be- 
tween 15% and 18% and presents a sig- 
nificant opportunity. Growth figures re- 
veal that IT majors no longer ignore do- 
mestic market in order to win in over- 
seas markets even after the global eco- 
nomic recovery. India is important in 
terms of the growing domestic market 
and talent for both domestic and foreign 
players operating in the country. 





Strengths 
_ о Highly skilled, English-speaking workforce; 
о Abundant manpower; 


Will they survive and thrive? 

After the dotcom crash, recession oc- 
curred in the US, Indian outsourcing 
companies got many projects from the 
US companies by marketing cost reduc- 
tion as the key USP. However, the cur- 
rent global recession is completely dif- 
ferent and spread across nations, and 
has impacted Indian companies signifi- 
cantly. The marketing mantra of cost 
reduction alone is no longer sufficient to 
win customers today. India should look 
beyond labor arbitrage. Unlike in the 
past, today more than 30 countries like 
China, the Philippines, Mexico, etc., are 
competing for the global outsourcing 
pie. Moreover, the US-based 
outsourcing companies like IBM, 
Accenture and HP-EDS have 
outsourcing centers in India and com- 
peting insistently on price with Indian 
players. Gaining market share in stra- 
tegic outsourcing is no longer that easy 
as Indian players have to compete with 
global consulting giants like IBM, 
McKinsey, KPMG, Capgemini, etc. 


SWOT Analysis 


о Cheaper workforce than their Western counterparts. The wage difference is as high as 70-80% when 


compared to their Western es 
о Lower attrition rates than in the West; 


a Dedicated workforce aiming at making a long-term career in the field; 
a Round-the-clock advantage for Western companies due to the huge time difference; 
a Lower response time with efficient and а service; | 


о Operational excellence; 
a Conducive business environment 
Weaknesses 


а Recent months have seen a rise іп the level of attrition rates among ITES workers who are quitting their jobs 
to pursue higher studies. Of late workers have shown a tendency not to pursue ITES as a full-time career. 
а The cost of telecom and network mod is much higher i in India than in the US; 


a Manpower shortage; 

a Local infrastructure; 

о Political opposition from developed countries 
Opportunities 


Q To work closely with associations like Nasscom to portray India as the most favored ITES 


destination in the world; 


о Indian ITES companies should work closely with Western governments and assuage their 


concerns and issues; 


о India can be branded as a quality TES destination rather than a low-cost destination; 


о $69 bn ITES business by 2010; 


о $97.5 bn IT (consuting software solutions) market by 2010 


Threats 


о The anti-outsourcing legislation in the us state of New dera Three more states in the United States 
are planning legislation against outsourcing Connecticut, Missouri and Wisconsin; 

о Workers in British Telecom have protested against outsourcing of work to Indian BPO companies; 

а Other ТЕЗ destinations such as China, ee South Africa could have an edge on the cost factor; 


a Slowdown in demand 
Source: Various 
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Time to Tap 


The domestic market has become more exciting. 
(in%) 


FY 05* FY 07* 


FY 08” 


FY 10” 
(estimate) 


FY 09” 


Note: NASSCOM's growth estimate fer РҮ10 is a range of 4-7% for the export market 15-18% for the domestic market; 
“Growth for demestic market recorded іп $ terms; #growth fomdemestic market in rupee terms. 


Source: NASSCOM 





Over the years, these consulting firms 
have gained significant business verti- 
cal expertise in solving complex busi- 
ness solutions. Moreover, they have 
close relationships with companies’ 
boards and can target their marketing 
efforts effectively. 

To compete with other low-cost des- 
tinations, Indian outsource providers 
must go beyond cost reduction solutions 
and move up the value chain by offering 
strategic solutions like reducing busi- 
ness risk and preduct development 
cyc.e, increasing business efficiency 
and effectiveness, etc. To stay competi- 
tive and thrive, Indian outsourcing 
firms do not have a choice but to re- 
spond to the current economic scenario 


m Exports m Domestic 


by acting fast amd competing aggres- 
sively with both consulting firms and 


with other low-cost outsource providers. 


Sizeable acquisitions in the 


offing? 
Krishnakumar Natarajan, CEO, Mind 
Tree Ltd., says, “Yet Indian 


outsourcers shou d start viewing M&A 
as a distinctive competency and put in 
place appropriate processes to inte- 
grate buys anc build their value 
quickly." Since Indian outsourcing 
firms have accumulated piles of cash, 
there are chances that they would go 
hunting for sizeable acquisitions in the 
current market. Despite billions of ru- 
pees on hand, analysts question why 





Top IT Players 


Company Name 


Market Cap 
(Rs Cr) | 


Total 
Assets 


Sales — Net Profit 
Turnover {Rs Cr) 








9479484 2098730 297380 


12,673.68 


1246479 435776 


17,528.90 
813728 171514 — 738131 


986.65 1,880.90 





635757 1,5045: 


389.15 2,522.94 





з 6116.39 


334.32. 368.60 2,175.55 
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Indian outsourcing firms are acqu 
tion-shy. For instance, Infosys has $ 
bn on hand but not a single blockbus 
has gone through so far. However, : 
collective behavior of the top th 
players reveals that they want to gy 
organically than to pay a hefty p 
mium on expensive buys. Avin: 
Vashistha, Global Managing Parti 
of Tholons, says "Indian outsourc 
firms have leaned towards short-te 
investor focus as opposed to long-te 
growth strategies." 

So far, the Indian IT players have 1 
geted small strategic acquisitions wh 
аге less risky than mega-mergers. ТІ 
deals are driven by strategic opti 
rather than as a means to gain scale. : 
spite small in size, they have helj 
cover new geographic dominions ғ 
thus served to de-risk and balance tl 
portfolios. Accordingly, TCS acqui 
the local unit of Phoenix Global Sc 
tions, Wipro acquired Infocrossing 
$600 mn in the recent past. Infosys Te 
nologies is evaluating multiple acqu 
tion targets at any given time. 
Shibulal, Chief Operating Officer, Info 
opines, "Acquisitions are a strategic 
tivity that should be undertaken v 
carefully. They are complicated to 
ecute, so nothing should be done in has 
He elaborates on Infosys' acquisit 
strategy: ^When we find a company at 
right valuation which fits our strat 
and is the right size—typically a comp: 
with up to 10% (of Infosys’) revenue, 
will look at acquiring the company.” A 
lysts say that for better or worse, cons 
dation in the Indian IT-BPO is finally 
ing to become a reality. Indian top IT p. 
ers are gearing up to challenge global 
vals like EDS, Accenture and IBM in tl 
home markets by establishing a stron 
presence in the US and hiring more Ic 
consultants. To achieve this goal, Info 
acquired US-based back-office fi 
McGamish Systems for around $38 · 
to tap into the over $5 bn insurai 
services market in the US. 


Growth challenges 

Amidst the global economic slowdo: 
Indian outsourcing service providers 
bound to face pressure both on volur 
and pricing. The top four have alre: 
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Sanchi Silverware. Pure. Perfect. Precious. 


Crafted in 92.5% pure sterling silver, every piece is a masterpiece. 


While its value appreciates over time, your sentiments are appreciated forever 


whether you gift it to your loved ones, employees or business associates. 


To locate the nearest MMTC Sanchi Showroom/Franchisee in your vicinity, just dial our All India Toll Free Number : 1800-1800-000 


FOR YOUR INSTITUTIONAL BULK ORDERS / CORPORATE PURCHASES, PLEASE CONTACT : MMTC LIMITED 
CORE-1, SCOPE COMPLEX, 7-INSTITUTIONAL AREA, LODHI ROAD, NEW DELHI - 110003 PH.: 011-24363563 
FOR ALL YOUR PURCHASES DURING THE FESTIVE SEASON AND THROUGHOUT THE YEAR, PLEASE VISIT 
OUR PERMANENT SHOWROOMS AT: DELHI (011): MMTC LIMITED, CORE-1, SCOPE COMPLEX, 7-INSTITUTIONAL 
AREA, LODHI ROAD, NEW DELHI-110003. PH.: 24365805; MMTC LIMITED, F-8-11, JHANDEWALAN FLATTED FACTORIES A GOVT OF INDIA ENTERPRISE 
COMPLEX, RANI JHANSI ROAD, NEW DELHI-110055. PH.: 23513793. a lives 


touching lives, adding value 
For exciting display and online sale of Sanchi Silverware & Medallions, log on to www.mmtcretail.com 
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To retain their competitive edge, it is critical that Indian IT companies leverage the 


domestic market opportunity." 


ts Indian IT-BPO Industry headed for recovery? 
There are encouraging signs of economie activity picking up. 
Technology firms are back on a hiring spree 
anc mergers and acquisitions are in sight. As 
per our projections for the current financial 
year, the IT industry is likely to grow at 4-7%, 
and starting from April next year, we see 


the back of one of the worstglobal economic slowdowns? 
e IndianIT industry has shown resilience in 
the face of one of the worst global eco- 
nomic slowdowns and continues to grow. 
e Аз I said earlier, the IT industry is likely 
to grow at 4-7%, and from April next year, 
we see double-digit growth coming back. 
e While uncertainties of the global economic 
recession impact the industry growth, the 
long-term potential of the industry is unquestionable. The 
industry has the potential to generate revenues of $225 bn in 

2020 and export revenues of $175 bn by 2020. 

e The Indian domestic industry too will experience significant 
growth and record a fourfold increase in revenues from $12 

bn in 2008 to $50 bn by 2020. 

As the industry is headed for a recovery, what strategies are required to 
remain as one of the fastest growing sectors in India? 

The industry recognizes that the next decade will be fundamen- 
tally different from the last one owing to a radically restructured 
global economy, rapidly evolving customer needs, services and 
business models, and rising stakeholder aspirations. While we 
may not see 30-35% growth going forward, India's value proposi- 
tion continues to be strong. Given the widespread impact of the 
slowdown on corporations, they are looking at business transfor- 
mation and new business models, which is creating opportunity 
for the Indian IT-BPO sector. 

The NASSCOM-McKinsey “Perspective 2020" report identi- 
fies the long-term certainties of the industry. By 2020, 80% of the 
industry’s incremental growth and 50% of the total opportunity 
will come from currently untapped verticals (public sector, 
healthcare, media, and utilities), customer segments (small and 
medium businesses) and geographies (BRIC, GCC, Japan and 
ROW). Indian technology and business services have the potential 
to achieve $225 bn in revenues, including exports and domestie. 
However, to achieve this, all the stakeholders need to make a 
concerted effort to ensure swift and sustained reforms in critical 
areas of education and infrastructure. 

How do you compare Indian IT giants against global giants like IBM and 
Accenture? 
It is not fair to compare, as the Indian IT giants are relatively 
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Som Mittal 
President, NASSCOM 


new. However, it is remarkable that they have become global 
brand names. 


What are the opportunities and challenges for the 
sector? 

Opportunities: 

e The shift of economic axis beyond the 
Europe towards emerging economies; 
e Theageing workforce and consequent rise in 
healthcare needs; i 
e The need for new business models with 
differentiated value propositions; 

e The need for leveraging the power of ICT to 
enable inclusive growth domestically; and 

e The ‘window of opportunity’ the current envi- 
ronment presents to address talent development 
and infrastructure needs. 

Challenges: 

e Industry-ready workforce availability; 

e Adequate infrastructure; 

e Competition from other countries; and 

e Direct and indirect protectionist measures 

As global IT spending faltered, India’s outward-looking firms have turned 
inward. How far this move will retain the sector's competitive advantage 
over other Asian countries? 

NASSCOM Perspective 2020 makes a strong case for signifi- 
cant growth of the Indian domestic industry. According to the 
report, the domestic market will record a fourfold increase in 
revenues from $12 bn in 2008 to $50 bn by 2020. Hence, to 
retain their competitive edge, it is critical that these companies 
leverage the domestic market opportunity. 
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E s largest software exporting com- 
pany, Tata Consultancy Services (TCS) 
provides a wide range of services, includ- 
ing business consulting, information 
technology, business process outsourcing, 
infrastructure, and engineering. It contin- 
ues to demonstrate the robustness of its 
business model with a strong perfor- 
mance for the year 2008-09. Consoli- 
dated revenues grew by 23% to Rs 27,813 
cr, thereby crossing the $6 bn revenue 
milestone. In terms of retail sales, TCS 
stood at 19% position in the 2009 The 
Analyst 500 ranking. 

TCS continued to drive new growth 
prospects, as demonstrated by its strate- 
gic $505 mn acquisition of Citigroup's 
captive BPO in India. This acquisition en- 
abled it to add a vital new aspect to its 
banking and financial services business. 
Analysts say that this deal will help ex- 
pand its leadership in the banking finan- 
cial services domain. The deal has al- 
ready made TCS BPO one of the top two 
BPO players in India in terms of size of 
operations. Despite the recession, rev- 
enue from its biggest market, North 
America, crossed the billion revenue 
milestone and grew by 26%, while Europe 
grew by 38.596 during the year. TCS's 
growing presence in multiple markets 
helped ensure diversification of its rev- 
enue base and sustain its growth tempo. 
It is now aiming to move beyond its tradi- 
tional western market to serve the new 
transnational companies in the emerging 
markets. Multinational customers in 
emerging markets now account for about 
one-fifth of the company's sales. It is also 


registered very low growth in volume 
during the recent quarters. Customers 
are negotiating higher value for their 
money—put differently, asking for a 
price reduction. According to 
NASSCOM, the environment continues 
to be challenging with global demand 
ecosystem being weak, and also due to 
the absence of large deals and vendor 


. consolidation, resulting in pricing pres- 


sures. Moreover, the extreme volatility 
in the currency market continues to 
haunt the industry fortunes. 
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planning buyouts in Europe, Japan and 
China. As the company earns more than 
half of its revenue from the US by expand- 
ing in new markets, it will be able to re- 
duce its dependence on the world's largest 
economy. Similarly, other top players like 
Wirpo, Infosys and HCL have started 
looking at business opportunities beyond 
the preferred US markets and are focus- 
ing at a pan-global strategy. Besides di- 
versifying its client base, TCS is also pur- 
suing an ‘integrated full service’ business 
model to garner higher revenue. Under 
this strategy, the company plans to have 
TCS design, develop and manage clients’ 
software and maintain hardware sys- 
tems and handle its business processes. 
It has operations in about 42 coun- 
tries and about 9% of its workforce is for- 
eign. It is aiming to become global not just 
in terms of sales but also from a people 
perspective. At present, it contributes 
nearly 10% of the Tata group revenue. S 


Outlook 

The industry is on track to reach $60 bn in 
exports and $73-75 bn in overall software 
and services revenue by 2010 as projected 
by NASSCOM against strong fundamen- 
tals for exports as well as sufficient de- 
mand from the domestic market. The in- 
dustry body is optimistic on the sector’s 
growth prospects. It says: “India’s value 
proposition continues to be strong. Given 
the widespread impact on corporations, 
they would be looking at business trans- 
formation and new business models, all of 


TCS – A True Global Player 


E 
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Ramadorai, former CEO and MD on the 
eve of the announcement of its financial 
results, said, “In tough market condi- 
tions, TCS continues to perform in a stel- 
lar fashion, driving revenue growth 
through our diversified market presence 
and boosting our operational profitabil- 
ity by conserving cost and creating effi- 
ciencies. TCS has demonstrated leader- 
ship, remained disciplined in execution 
and faced a volatile market with a posi- 
tive can do attitude. The recession which 
began as a client-specific US instance ex- 
panded to an industry-generic malady 
and affected global businesses. While 
there has been some impact on the short- 
term growth rates of the Indian IT indus- 
try in this financial year, TCS value 
proposition to global business remains 
strong." With the newly adapted strate- 
gies in place and the global economies re- 
covering gradually, the future of the In- 
dian IT players is looking bright. 


which would mean increased opportunity 
for the Indian IT-BPO sector. The revamp- 
ing of existing financial systems in the 
Banking, Financial Services and Insur- 
ance (BFSI) segment needing fresh IT in- 
puts expected." Going forward, the slow- 
down-hit sector is leading towards better 
times in the medium- to long-term and 
the slowdown provides opportunities for 
Indian outsourcing service providers to 
acquire businesses abroad.» 

– N Janardhan Rao 


Reference # 01M-2009-12-06-01 
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Thanks to the increased capacity addition target and diversified fuel mix 
Strategy. NTPC is poised to maintain its lead even in the years to come. 


TPC lights more than a fourth 

of India, besides powering the 

growth of the country. The larg- 
est power generatien company of India 
grabbed 817% ranking in ‘2009 Forbes 
Global 2000’ list of the world’s largest 
companies, up 94 notches from 411" 
ranking in 2008. Interestingly, as per a 
giobal benchmarking study covering 25 
largest power generation companies in 
the world during 2008-09, it has turned 
out to be the world’s most efficient util- 
ity in terms of capacity utilization. 
Moreover, the largest power generation 
company in Asia has also occupied the 
7^ slot in the world in terms of market 
capitalization. 

NTPC Ltd., formerly National Ther- 
mal Power Corp, has topped the list of 
‘The Analyst Тор 500 companies’ rank- 
ing under the power sector for the finan- 
cial year 2008-09, based on net sales. 
NTPC topped the list with Rs 
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44,926.50 cr net income, a y-o-y rise of 
12.41% from 2008. The profit after tax 
is Rs 8,201.3 cr, with a 10.61% jump 
from the previcus year. NTPC occupies 
8^ rank in the list with a market capi- 
talization of Rs 1,56,766.98 cr, while it 
was ranked 9" during the previous year. 
Importantly, it posted this huge growth 
on the back of augmented power genera- 
tion, owing to fresh capacity addition. 


Robust financials 

The nation's largest power generation 
utility was set up in 1975 with an aim 
to accelerate pewer development in In- 
dia. In November 2004, NTPC came out 
with its Initia! Public Offering (IPO) 
and thus became a listed company, with 
the government holding 89.5% of the eq- 
uity share capital (it came down to 
84.5% after the recent stake sale by the 
government) and the rest held by insti- 
tutional investors and the public. Im- 


portantly, it does not want to be left be- 
hind as just a thermal power generation 
company and hence emerged as a diver- 
sified power major with significant 
presence in the entire value chain of the 
power generation business. Besides the 
mainstay of the utility, power genera- 
tion, NTPC has ventured into 
consultancy, power trading, ash utiliza- 
tion and coal mining, etc. 

With five subsidiaries and 15 joint 
ventures, NTPC was successful in 
strengthening its business model aimed 
at diversification and integration along 
the energy-value-chain as an effective 
growth strategy. With a total installed 
capacity of 30,644 MW, the power utility 
has a wide presence across the country 
with 15 coal-based and 7 gas-based sta- 
tions, including the joint ventures. NTPC 
can always boast of its high efficiency lev- 
els. Despite the fact that the company has 
a mere 18.79% of the country's total ca- 
pacity, it caters to 28.6046 of it, thanks to 
its focus on high efficiency. 

During the FY2008-09, the state- 
owned power utility clocked a net profit 
after tax of Rs 8,201 cr as against Rs 
7,415 cr of the corresponding period last 
fiscal, with an increase of Rs 786 cr. The 
highlights of the company's performance 
during 2008-09 include: commissioned 
1,000 MW new capacity; increased com- 
mercial capacity by 2,000 MW—the high- 
est in 14 years; offered highest ever divi- 
dend of Rs 29.86 bn at the rate of 36%; 
and the total asset value of the company 
crossed Rs 1.0 tn—reaching Rs 1,052 bn. 

NTPC power stations also contin- 
ued to operate at benchmark stan- 
dards. They have successfully achieved 
a Plant Load Factor (PLF) of 91.14%, 
bringing the utility at top of the top line 
power stations across the globe. Ten 
coal-based stations, out of 15, regis- 
tered more than 90% PLF, including 
four stations which achieved above 95% 
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“NTPC is participating in the entire value chain of power development to contribute 
to the Government’s commitment of providing power to all by 2012.” 





According to the rankings of “ 7he Analyst500 Top Companies" in terms of 
net sales, NTPC has topped the charts of the Indian Power Industry for FY 
2008-09. What led to this sterling performance of NTPC? 

There are several factors which have contrib- 
uted to NTPC’s performance: 

(a) One of the key factors is capacity utiliza- 
tion in terms of Plamt Load Factor (PLF). As 
you might have observed, over the years, 
NTPC has outperformed the other players in 
the power sector. NTPC has a higher PLF, as 
compared to the national average. As against 
the national average of 77.19%, NTPC’s PLF 
was 91.14%. Ten of our coal-based stations, 
out of 15, achieved over 90% PLF. During 
2008-09, NTPC generated 206.393 BU of 
electricity, which was 28.60% of the total 





bills raised for sale of power. Further, the Payment Security 
Mechanism (PSM) is in place involving respective State Gov- 
ernments, Central Government and the Reserve Bank of India, 
ensuring prompt payment by beneficiaries. 
As a result, sufficient internal accruals are 
built up to meet capacity addition program 
envisaged by NTPC. 

(c) We are operating with certainty in our rev- 
enues in an otherwise uncertain business en- 
vironment. 

(d) Last but not the least is the company’s 
highly motivated and competent manpower 
which has contributed to the company’s suc- 
cess. During the last seven years, the overall 
man-MW ratio improved by 20%, while gen- 
eration per employee increased to 8.75 MUs, 


power generated in India. Over the years, the i Si né — д an increase of 40% over the last seven years. 
share of NTPC in nation’s incremental gen- ee М, What was the impact of recession on the company and 


eration per year has been over 30%. This was 

possible due to the robust process and sys- 

tems developed over 34 years. Going forward, we plan to sustain 

and even better the operational performance by adopting the 

following strategies: 

(i) Planned maintenance, supplemented with renovation and 
modernization of old units. 

(ii) Periodic reviews, technical audits, and efficiency gap re- 
moval follow-up. 

Gii)Studying the globally accepted industry-wide practices and 
benchmarking with global peers. 

(iv) Building knowledge teams and focusing on vendor develep- 
ment. 

(b) The other crucial factor is our commercial performance. For 

the past six years, the company has realized 10096 payment of 


the Indian power sector? What are the strategies 
adopted by the company to come back into reckoning? 
The recession and global meltdown have engulfed the complete 
world economy with a varying degree of impact. However, the 
impact on Indian economy is limited due to sound national poli- 
cies in place. I believe that Indian economy has faced a slowdown 
rather than recession. As far as NTPC is concerned, it is fairly 
insulated due to various measures undertaken. As already dis- 
cussed above, NTPC has PPAs in place with 24 beneficiaries 
and PSM being in place till 2016, which ensures 100% realiza- 
tion of its energy sales. As far as growth is concerned, NTPC is 
poised to become a 75,000 MW company in the next eight years. 
We have already added 3,240 MW during the current plan pe- 
riod, and around 18,000 MW is under construction. Secondly, 
even during the crunch period, NTPC has been able to tie up 


РГЕ. As per the findings of performance 
benchmarking by North American Elec- 
tric Reliability Cerporation (NERC), 
the performance of NTPC units on pa- 
rameters of capacity utilization, avail- 
ability, and planned and unplanned 
outages has been better compared to 
2lobal utilities who are members of its 
database system which maintains a 
catabase of 5,000 units. 


Diversified fuel mix 

Needless to say, the Indian power sector 
has a huge potential for explosive 
growth. Increasing living standards of 
sizeable segments of the population, 
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growth in the manufacturing sector in 
India and its emergence as a manufac- 
turing destination in the world, surging 
urbanization, push for rural electrifica- 
tion, etc. are some of the driving factors 
which reflect the growing potential of 
the power sector. NTPC is gearing up to 
cash in on these opportunities that the 
rising Indian economy is throwing open. 
To make its dream national program of 
providing ‘power for all’ by 2012 come 
true, NTPC is adhering to a multi- 
pronged growth strategy, which empha- 
sizes on capacity addition through 
greenfield projects, expansion of exist- 
ing stations, jeint ventures, subsidiar- 


ies and takeover of stations, etc. Thus, 
the company is planning to mop up 
thousands of crores of funds from do- 
mestic as well as international mar- 
kets to meet its expansion plans in the 
current financial year. 

Buoyed by the benefits of nuclear 
power generation and its strong project 
management capability, NTPC is 
poised to set up 2,000 MW of nuclear 
power capacity by 2017. It inked a JV 
with another public sector corporation, 
Nuclear Power Corporation of 
India (NPCIL), for setting up two 
nuclear power plants with an invest- 
ment which would be 33% higher than a 
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loans and funds for its capital expansion plans at extremely 
‘competitive rates, which is a testimony to our sound financials. 
For instance, during 2008-09, NTPC tied up loans of Rs 11,575 
cr including Rs 10,000 cr from PFC. During the current year, 
NTPC has entered into a loan agreement with SBI for Rs 8,500 
cr and also raised Rs 700 cr through bonds at a coupon rate of 
7.8996 p.a., a rate which is still unbeaten after seven months. 
There are a few positive signs for NTPC such as renewed interest from 
private equity players and government's approval for stake sale. How are 
these signs boosting its prospects? 
The government has decided to divest 5% of its stake in NTPC 
by way of ‘Offer for Sale’. This would increase the free float of the 
shares and would definitely lead to better valuation of the com- 
pany. Although in terms of market capitalization, the company 
occupies 3* or 4% position, however, when compared to other 
large companies, the turnover traded is rather low. Amongst 
the top stocks, the turnover to market cap could be in the range 
of 80% to 90%. For NTPC, on the other hand, this ratio was only 
1996 during 2008-09. Shares of private sector companies and 
other PSUs like BHEL and SAIL enjoy a greater degree of li- 
quidity and are traded more actively as compared to NTPC. 
The low free float has affected the turnover of NTPC scrip. The 
free float is a crucial factor for turnover of the stock, which not 
only adds to liquidity but also results in better valuation. A 
number of large investors and fund managers have minimum 
liquidity (volumes traded per day) and not just market cap of 
the company, as a minimum criterion for even considering in- 
vestment in a particular stock. A higher free float typically 
leads to higher liquidity, attracting more investors. Low free 
float leads to low liquidity and can potentially cause higher 
volatility in stock price, as any significant buy or sell actions by 
investors would lead to sharp moves, without any fundamental 
developments. Higher free float on the other hand, results in a 
more stable stock price movement. 

Further, the company is participating in the entire value 
chain of power development to contribute to the government's 
commitment of providing power to all by 2012, and there is a 
huge potential for the growth of the company, resulting in growth 
of top line and bottom line, which makes it attractive for invest- 


ment to important Foreign Institutional Investors as well as do- 
mestic financial investors, mutual funds, pension funds, etc. A 
number of large FIIs have invested in NTPC scrips. 

How is NTPC planning to further strengthen its foothold in the global mar- 
ketplace? 

NTPC is completely focused on being a world-class integrated 
power major and is continuously looking for opportunities in the 
related business areas such as coal mining, LNG value chain, 
manufacturing activities, power trading, and distribution. Fur- 
ther, NTPC is continuously scanning the business potential that 
global opportunities offer. 

NTPC has completed supervision of erection, testing and 
commissioning of 800 MW Az-Zour power station in Kuwait. It is 
in the process of finalizing JV agreement and other definitive 
agreements with Ceylon Electricity Board for setting up 2x250 
MW power plant in Sri Lanka. It has also submitted pre-feasi- 
bility report to the Federal Government of Nigeria for setting up 
500 MW coal-based and 700 MW gas-based power plants in 
Nigeria. 

NTPC is also exploring the possibility of setting up coal 
power plants, renovation and modernization of old stations as 
well as sourcing of fuel in Kazakhstan. NTPC has been pre-quali- 
fied for O&M of 2x120 MW and 2x150 MW Siddhirgunj Project 
of Electricity Generation Company of Bangladesh (EGCB). 

As a part of its backward integration strategy, it is also ex- 
ploring the possibility of acquiring coal mines in Indonesia, Aus- 
tralia, South Africa and Mozambique which would provide fuel 
security for its operations. 

What are the current challenges confronting the NTPC? Given the envis- 


aged power shortage scenario, how is it planning to cope with future de- 
mands? 


Briefly, the current challenges for NTPC are: 
* Fuel security 
* Regulatory environment 
* Retaining the skilled manpower 
* Fund mobilization at competitive rates 
* Technological upgradation 
* Competition 
NTPC has taken initiatives in all the areas to address the 


thermal plant of a similar size. Also, 
NTPC recently inked a long-term fuel 
supply agreement with Coal India Ltd. 
(CIL) for supply of coal to NTPC power 
stations for a period of 20 years. 
Interestingly, a road map was being 
drawn to make NTPC an economically 
viable and sustainable power generator 
in future as well. The move to focus on 
green projects is in response to increas- 
ing environmental consciousness and to 
prove their commitment to the global 
climate change agenda. Also, thanks to 
the increasing challenges on the fuel 
front, NTPC is fast-tracking its plans 
and increasing its thrust on renewable 
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energies. NTPC forayed into renewable 
power generation in the year 2008 when 
it formed a JV with four foreign part- 
ners to set up greenfield projects with a 
capacity of about 500 MW in the next 
three years. The four partners include 
Asian Development Bank (ADB), GE 
Energy Financial Services (GEEFS), 
Kyushu Electric Power Company, Ja- 
pan, and Brookfield Renewable Power 
(BRP), the wholly-owned arm of 
Brookfield Asset Management. 

NTPC is also going in a big way into 
solar power generation. The power giant 
is in the process of preparing a solar 
road map which will be finalized in the 


near future, after which it will set up 
solar power generation units within one 
of its existing thermal power premises. 
NTPC’s proposal goes in syne with 
Indian Prime Minister Manmohan 
Singh’s national solar mission which 
makes it obligatory for all new power 
projects to set up solar energy capacity 
of at least 5% of their planned thermal 
capacity in the same premises. 

Wind power is also one of NTPC’s 
key thrust areas in renewable space, 
and it has formed JVs to install wind 
power projects. By 2017, the power gen- 
eration portfolio is poised to have a di- 
versified fuel mix with coal-based ca- 
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challenges effectively. For instance, as regards fuel security, 
NTPC has put in place long-term Fuel Supply agreements. 
More recently, in the month of May 2009, the company signed-a 
model Coal Supply Agreement with Coal India Limited (CIL), 
valid for 20 years with a provision for review after every five 
years. Under this agreement, there is a provision for payment of 
incentive/levy of penalty to/from coal companies on supplies in 
excess of Annual Contracted Quantity. Further, the company 
has forayed into backward integration by investing in coal min- 
ing, LNG business. The company is also scouting for acquisition 
of coal mines abroad and also has formed a JV with CIL for 
development of coal mines, importing coal, purchase of gas on 
spot basis, etc. 

Further, CERC has issued new Tariff Regulation for the 
period 2009-14, which is a balanced regulation for both consum- 
ers and investors. There has been an increase in Return on 
Equity by 1.5% for the existing stations from the present level of 
14% (post-tax) to 15.5% (pre-tax) and additional 0.5% in case of 
new projects, subject to completing commercial operation as 
per the normative schedule given by CERC. The above Return 
on Equity will be grossed with the income tax rate of the gener- 
ating company. There are also incentives to investors for better 
performances. Incentive has been provided on availability, 
which will incentivize generators to perform better to declare 
higher availability. CERC has revised O&M expenses upward 
based on actual expenses in the past, including impact of pay 
revision. 

The company believes in achieving organizational excel- 
lence through human resources and follows a ‘People First’ ap- 
proach to leverage the potential of its 24,713 employees to ful- 
fill its business plans. Human Resources Function has formu- 
lated an integrated HR strategy which rests on four building 
blocks of HR, viz., Competence building, Commitment build- 
ing, Culture building and Systems building. 

As on March 31, 2009, the company had 24,713 emplovees 
posted at its various plants and offices, joint ventures and sub- 
sidiaries. The company has a low turnover rate in its executive 
workforce, being 1.8896 in fiscal 2009. With implementation of 
second pay-revision, the packages are now at par with private 


sector, which we believe will further motivate our employe: 
perform even better. 

As a dominant player committed to accelerated capi 
addition and generation, the company does not face com 
tion. The next largest generating company is Mahagenco, w 
has a capacity of around 10,800 MW. 

By 2012, NTPC plans to be a 50,000 MW company, те 
the objective of the Government of India of “Power for Al 
2012. Over the years, NTPC has been playing an increasing 
in meeting the demand of the power sector. During the XI 
(current plan), NTPC would be contributing about 61% c 
planned capacity to be added in the Central sector. МТР( 
already added over 3,000 MW during the current plan 
about 18,000 MW is under construction. Thus, NTPC is w 
its way to meet the planned capacity addition. 

NTPC is also committed to a greener tomorrow and is 
ing for generating power through renewable energy sources. 
as wind power and solar power. 

What are the future growth plans of NTPC and how do you view the ¢ 
for the industry as a whole? 

Recognizing that electricity is one of the key drivers of 
economic growth and poverty alleviation, the industry h: 
itself the target of providing access to all households by 20: 
per Census 2001, about 44% of the households do not ha 
cess to electricity. Hence, meeting the target of providing u 
sal access is a daunting task, requiring significant addit 
generation capacity and expansion of the transmission ar 
tribution network. Unbalanced growth remains a cause fc 
cern for the Indian power sector. Further, the overall energ 
cit and peak load deficit indicate that capacity needs to 
stalled at a much faster pace than it has been added so Е 
this, India would need to shore up its equipment manufac 
capabilities also. I believe that the outlook for the power 
as a whole is positive and would do well in the coming ye 
it power generation or equipment suppliers for power 
NTPC has already taken initiatives in this direction by er 
into JVs with BHEL, Bharat Forge and Transforme: 
Electricals Kerala Ltd. for equipment manufacturing, 
formers, etc. 


pacity of about 53,000 MW, 10,000 MW 
from gas, 9,000 MW from hydro genera- 
tion, around 2,000 MW from nuclear 
sources and around 1,000 MW from Re- 
newable Energy Sources (RES). 


Maintaining the lead 

NTPC is on its way to achieve the ambi- 
tious capacity addition target ef about 
22,430 MW during the Eleventh Five 
Year Plan. The company has already 
commissioned 3,240 MW capacity. 
Moreover, capacity additions of up to 
17,930 MW of 45 units, including eight 
crucial units of 660 MW each, are under 
construction at 18 projects located at 16 
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places. Besides this, capacity of 3,022 
MW is also under the award process. 

Interestingly, the power utility has 
also embarked on plans to increase its 
installed capacity to 50,000 MW by the 
end of the current plan period from its 
current generating capacity of 30,644 
MW. It is also targeting to evolve as a 
15.000 MW company by 2017. The gi- 
ant is thus gearing up to ramp up its 
generation capacity to increase its mar- 
ket share from the current 1946 to 
around 25% by 2017. 

NTPC is also on its way to explore 
opportunities globally to increase its 
global foray. To meet the increasing coal 


demand, NTPC, along with fou 
ners—RINL, SAIL, NMDC and € 
scouting to acquire coal blocks i 
tralia, Mozambique, Indones 
Canada. Also, it is pursuing opp 
ties in Sri Lanka and Nigeria ` 
struct power plants. All these 
are expected to reap fruits and h 
power major in maintaining its | 
and achieve its vision of becon 
world-class integrated power 
powering India's growth, with 1 
ing global presence", sooner thar 
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Attention banks! 


Exporters bank on you for better facilities. 
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We offer cover to banks апа financial institutions. 
Against payment risk from exporters. 


ECGC provides credit risk insurance covers to Banks and Financial institutions to 
enable timely and adequate export credit facilities to exporters and help exporters to 
realize their full export potential. These insurance covers enhance the credit 
worthiness of the exporters so that they would be able to secure better and larger 
facilities from their bankers. Contact your nearest ECGC branch today! 


Export Credit Guarantee Corporation of India Ltd., 
(A Government of India Enterprise) << >) 
Express Towers, 10th Floor, Nariman Point, Mumbai 400 021, India. 
Tel.: (022) 6659 0500-10 Fax: (022) 6659 0517 Toll-free No. 1800-22-4500 Е С С С 
150 9001: 2000 Certified E-mail: marketing@ecgc.in Visit us at: www.ecgc.in 


Mumbai (022) 26572740 Chennai (044) 28491013 You focus on exports. 
Insurance is the subject matter of solicitation. Bangaluru (080)25589775 Kolkatta (033)22822218 Delhi (011)41506406 We cover the risks. 





Airtel 


Banking on Fundamentals 


Thanks te the intensified price war, the largest telecom operator in India has 
also been affected by this irrational market game and has thus joined the 
fray. But, in the long run, it may not cause much damage to Airtel, as it is 
well-guarded with strong brand and solid fundamentals. 





| harti Airtel is India’s largest 
telecommunications service 
provider with a presence in all 
the 22 circles in India and Sri Lanka 
and enjoys a subscriber base of more 
than 110 million as of September 
2009. Since its inception in 1995, 
Bharti Airtel has been at the forefront 
of technology and has been the van- 
guard of several innovations in the 
telecom sector. Now, globally, Bharti 
Airtel is the third largest in-country 
mobile operator by subscriber, behind 
China Mobile and China Unicom. In 
India, the company has a 24.6% share 
of the wireless services market, 
whereas the second and the third slots 
are occupied by Reliance Communica- 
tions and Vodafone Essar respeetively 
with market shares of 17.7% and 
17.4%. In The Analyst’s ranking of the 
top 500 Indian companies юг FY2008- 
09 based on net sales, Bharti Airtel 
has topped the charts in telecommuni- 
cations services segment. With net 
sales of Rs 34,387.92 cr for FY2008-09, 
up by 33.16% from that of FY2007-08, 
it ranked 13" in the overall list, 
whereas in FY2007-08, it ranked 14". 
For FY2008-09, its profit after tax 
(PAT) has also increased by 24.02% 
and touched Rs 7,743.84 cr. In our 
analysis, Anil Ambani-promoted Reli- 
ance Communications Limited 
grabbed the second place in the 
telecom sector with net sales of Rs 
14,788.76 cr. In the overall ranking, 
Reliance Communications slipped to 
32" position from 29^ in FY2007-08. 
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Recent report card 
The success of Airtel lies in its strong 
business model and its successful imple- 
mentation. Even the dreadful global re- 
cession could not hold back Airtel much. 
With its farsighted strategy, backed by 
its unparalleled ability to innovate con- 
stantly, Airtel has been consolidating its 
number one position in the fastest grow- 
ing telecom market in the world and con- 
tinuously setting industry benchmarks. 
But the current tariff war among the mo- 
bile operators in India over the past four 
months, which has had a major impact on 
both the profits and revenues of the 
telecom sector, has impacted Airtel too. 
Bharti Airtel reported a muted 13% in- 
crease in the second quarter net profit at 
Rs 2,321 cr, as low call rates offered by 
rivals and rising number of low-tariff cus- 
tomers drove down its growth rate. It re- 
ported a 9% y-o-y growth in revenues to Rs 
9,846 cr. In Q2, Airtel reported a sequen- 
tial decline in both revenues and profit- 
ability as in the first quarter—Bharti 
registered Rs 9,941 cr in top line and Rs 
2,516 cr in bettom line in Q1. The rev- 
enues grew at their slowest pace in six 
years during Q2, 2009, with shrinking 
market shares and the pace of customer 
additions easing during the quarter. Av- 
erage Revenues Per User’s (ARPU) were 
down 24% at Rs 252 against Rs 272 a 
year ago. The average minutes of usage 
was also down by 15% to 450 minutes. 
Keeping these blips aside, Bharti 
maintained its leadership position 
with net additions of 82.44 lakh cus- 
tomers in Q2. Bharti’s Telemedia sub- 


scribers have witnessed a 4% quarter- 
on-quarter growth at 0.29 millions. It 
seems to have given more emphasis to 
its telemedia segment, as the potential 
growth in this segment is much higher 
than even telecom growth at the mo- 
ment. The Enterprise division is also 
becoming an important driver for Airtel 
in terms of revenue and profitability. In 
a statement, Sunil Mittal, Chairman 
and Managing Director, Bharti Airtel, 
commented, “We continue to maintain 
our market leadership position in the 
mobile segment, despite ever-increas- 
ing competitive intensity. I am pleased 
that the nascent DTH business is evolv- 
ing towards leadership in several 
states on the strength of a superior 
product and quality service. The 
Telemedia and Enterprise segments 
have created new revenue streams, es- 
pecially in the data business.” 


Where it stands? 


Telecom operators in India are battling a 
fiercely competitive price war that has 
deeply eroded the revenues and profits of 
almost all telcos, and telecom stocks 
have also received a severe drubbing in 
the bourses. The financials of all the 
telcos as well as the sector as a whole are 
crashing, even as India continues to see 
record subscriber additions of nearly 15 
millions every month. Analysts have 
also downgraded future revenue expec- 
tations of all top players, and a recent 
report by Credit Suisse titled “Race to 
the Bottom” forecasts that the margins 
are slated to fall further. According to the 
experts, 13 mobile phone operators are 
crowding for space in a market where 
only four to five operators can eventually 
sustain. And to make the matters worse, 
four more companies are due to launch 
services by 2010, portending fiercer 
battles to win and retain the customers. 
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INTERVIEW 


“Consolidation is imminent looking at the present condition, but it should not become mo- 


nopolistic, as that will be harmful for our country.” 


While India boasts of the fastest growing telecom market in the world, but it should not become monopolistic, as that will be harmful 
adding between 12 million and 15 million new customers every month, 


the average revenue per user, a measure of the prof- 
itability of the operators, has been falling constantly. 
How do you reconcile this? 

First, we have to understand that our usage 
is increasing and we have become the most 
talkative country in the world. In spite of our 
lowest rates, the new technology will bring 
_ more users, and more usage means more rev- 
enue. Indian users are fascinated with using 
new technology and application, and the op- 
erator has to ensure the same. 

Given this situation, how are the telcos strategizing 
themselves? 

Operators have to become very innovative 
and have to bring new technology and good 
quality of service if they wish to continue to 





Rajesh Chharia 
President, 


for our country. There is no margin pressure; 
the same can be seen in view of the large 


_ number of users. 
Given this backdrop, how do you see the role of 


telecom regulators? 


. Now, the role of regulator becomes very im- 


portant, but the government has to ensure 


an independent regulator for taking care of 


the operators as well as users. 


_ How geared up are the telcos for the upcoming 
auction of the scarce 3G spectrum? How is 3G go- 
.. ing to change the telecom sector in India? 


Telcos are ready, but it is doubtful whether 


_ they are willing to serve the rural areas also 
. with their new technology; while the urban 
. areas can fetch good revenue, rural markets 


serve a large number of users in India. 


think that consolidation is imminent? 


Consolidation is imminent looking at the present condition, 


And the largest operator, Bharti 
Airtel, perhaps for the first time, due to 
intensified competition as well as the 
second quarter's subdued results, gave 
a cautious warning on the future. Bharti 
Group Deputy CEO Akhil Gupta com- 
mented that it might face a short-term 
impact on profit growth. After announc- 
ing the results, Gupta said, ^With this 
competitive intensity and irrational 
pricing in some pockets, it is possible in 
the short-term we could see some im- 
pact on the profit growth." 

And soon after the announcement of 
quarterly results, Bharti decided to 
take its competitors head-on by intro- 
ducing a one-second pulse plan to its 
subscribers. Under the ‘Freedom Plan’, 
subscribers would be charged 1 paise 
per second for all local and STD calls to 
the same network and 1.20 paise per 
second for local and STD calls to other 
networks. However, experts have 
pointed out that there are many key ar- 
eas of concern. For one, the total mobile 
minutes on the network increased by 
merely 2% for Q2 over Q1. In contrast, 
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ISP Association of India, New Delhi 


. аге very price-sensitive. 


How do you see the future of telecom industry? 
There is immense pricing and margin pressure in the industry. Do you It is going to be very good. This is the reason why all foreign 
operators are investing money and having their arrangements 


the company's total mobile minutes in 
the quarter ended June grew by a 
healthy 7.696 over the previous quarter. 
Airtel has always said that it is not the 
Average Revenue Per User (ARPU) 
that concerns them, but the total min- 
utes of usage. As long as this grows, 
there is no issue. Now, analysts say 
that minutes of usage is under strain 
primarily because the competition has 
made a dent. Angel Broking Vice-Presi- 
dent (Research) Vaibhav Aggarwal 
commented, “ARPU and Minutes of 
Usage (MoUs) are expected to come 
down, not just because of intense com- 
petition but also because of Bharti’s ru- 
ral operations. There will be some im- 
pact on margins in the coming quarters, 
but Bharti would perform better than 
the industry.” 

However, the company was able to 
maintain its EBITDA (Earning Before 
Interest, Taxes, Depreciation and Am- 
ortization) margin at 42.1% in Q2—a 
slight improvement over 41.8% in the 
previous quarter, which clearly shows 
some deft cost-control efforts. But ana- 


with Indian operators for serving Indian users. 


lysts say that the next few quarters 
could be tough. Whatsoever, after the 
aborted attempt to strike a deal with 
South Africa’s telecom player MTN, 
Bharti would be seeking out opportuni- 
ties. “Our focus is on emerging markets, 
where penetration is low. Thus, Africa 
also remains a target,” Gupta added. 
“We will look at Zain Telecom, if there is 
an opportunity. But, as of now, there is 
nothing on the horizon.” 

It is for sure that competition in the 
Indian telecom market would continue 
to remain intense for the considerable 
future. During this phase of Indian mar- 
ket development, Airtel is focusing on 
leveraging its brand, scale, cost-effi- 
ciency and disciplined capital expendi- 
ture. Economic prospects for India re- 
main attractive, and in the medium- 
term, in-market consolidation should 
improve returns. Airtel is well-posi- 
tioned to benefit from the long-term op- 
portunity in India.= 


— Y Bala Bharathi and Sanjoy De 
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Ultratech 


On Solid Footing 





As the economic slowdown is losing its grip, the realty sector is again 
picking up momentum, leading to a healthy growth rate of the sector once 
again. The industry major Ultratech has been cashing in on the boom. 





en the economy was coming 

to terms with the low rain- 

fall this season, cement in- 
dustry was the only sector in a smiling 
mood. Delayed monsoon in most part of 
the country generated a strong demand 
for cement fueled by the strong growth 
in the housing sector and the 
government’s thrust on infrastructure 
development. Housing sector has re- 
mained the largest source for cement 
demand. India is the world’s second 
largest producer of cement, after China, 
with a total capacity of about 218 mil- 
lion tons (mt) at the end of fiscal 2009. 
During the last two years, the industry 
registered a double-digit growth in ca- 
pacity addition against a moderate 
growth of 3-7% during the fiscal 2005- 
07. The growth was characterized as 
both quantitative and qualitative, as 
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cement from India is on a par with the 
best in the world. The industry further 
enhanced its status in the global mar- 
ket, when the export of cement and clin- 
ker crossed the 10 mt mark in 2008. 
Given India’s feeble infrastructure and 
scores of upcoming projects, there is a 
huge demand for cement, as the 
economy offers a tremendous growth 
opportunity giwen its lewer per capita 
consumption. 

The industry witnessed an impres- 
sive per capita consumption during the 
last couple of years and is on its way to 
catch up with the global averages. 
Except for the western and northern re- 
gions, all other regions outperformed 
the industry in consumption growth. 
Traditionally, the industry fortunes are 
directly linked to the growth of the 
economy. Despite the economic slow- 


down in fiscal 2008-09, the indi 
produced around 181 million m 
tons of cement, representing a grow 
around 7.8% over the fiscal 200 
Consumption also increased at 
same pace during the last fiscal. 
players like Grasim Industries, 
and Ambuja Cements performed 
idly by riding on higher sales voh 
and better price realizations. Low 
technology and extensive restructi 
have made them the most efficien 


Cost syndrome 

Most players in the industry are s 
gling with the management of costs, 
cially in the movement of cement. / 
rising fuel and energy costs, distrib 
cost is one of the major costs for the i 
try, since logistics cost hovers arounc 
to 2296 of the total production cost. I 
over, the highest cost component ft 
ment is tax. The total tax burden у 
out to about 6046 of the ex-factory re 
tion, which is the highest in any coun 
the Asia-Pacific region. However, av 
realization for the industry increas 
about 496 and cost of production by 1 
on y-o-y basis. During the fiscal : 
power and fuel cost for many cement 
panies increased mainly on accou 
substantial increase in coal prices. 
result, the operating profit margin « 
industry decreased by around 8-9% 
ment players in the country are unde 
ernment pressure that restrains 
from passing on the increased cost 1 
consumer. Cement is bulky in ne 
making the industry freight-inte 
over long distance and thus uneco! 
cal. These constraints have large. 
stricted the cement industry to 5р 
regions. 

However, input costs have | 
down in the recent past and the sec 
relatively in a good position com] 
to that a year ago. Cement comp 
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Silently moving towards its Vision....CPCL 


Chennai Petroleum Corporation Limited (CPCL) was conceived as a 
grass root refinery in 1969 with a modest installed refining capacity of 
2.5 MMTPA. Building on the foundations of the past, and true to its 
vision, CPCL is today the largest refining corporation in South India, 
with a combined installed refining capacity of 10.5 MMTPA. 


CPCL, while constantly adopting the state-of-the-art technology, has 
ensured products of high standards meeting the stringent Bharat 
Stage II and Euro III equivalent norms. Operating over 10096 of the 
capacity and achieving higher profits year after year, CPCL will not 
only continue to fuel the future significantly but also play a major role in 
conserving the environment. 


At Chennai Petroleum, the pursuit of excellence is a three-point 
programme - Dream.... Achieve.... Excel. 
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can still make a difference by bringing 
down their power, raw material and lo- 
gistics costs. Binani has a captive 
power plant and its own limestone 
mines in Rajasthan, helping it to trim 
costs. One of Binani’s most innovative 
initiatives has been to convince Indian 
Railways to allow it to use the empty 
wagons that go back to ports in West 
India after delivering their cargo. This 
move helped the company save a fifth of 
the normal railway freight cost. Most 
cement manufacturers use coal not only 
to generate power, but also as a key in- 
put in cement production. In the last 
couple of years, the price of coal has more 
than doubled and resulted in a substan- 
tial increase in the manufacturing cost of 





cement. However, a 65% decline in the 
imported cost of coal from the peak has 
resulted in significant savings for the ce- 
ment manufacturers in the recent past. 


Supply glut 
In the first half of the current fiscal, the 
industry added 18 mt of fresh capacity, 
and reports indicate that the installed 
capacity is likely to touch 276 mt at the 
end of March 2010. As consumption was 
only 178 mt in 2008-09, the additional 
capacity wil! put pressure on the cement 
players’ realizations. New capacities 
were being planned by major players in a 
big way. UltraTech’s merger with 
Samruddhi Cement will also fuel a 
record increase in capacity over the next 
12 months. Anil Dhirubhai Ambani 
Group (ADAG) anneunced a multi-bil- 
lion dollar plan to set up cement plants 
in India. Even global players were look- 
ing to beef up their presence in India. 
The cement surge may lead to a sup- 
ply glut amidst falling demand and 
subdued economic activity. With over- 
capacity, declining demand and piling 
of inventory pushing cement prices 
down by $5-10 a ton in the cement ex- 
ports market, domestic cement export- 
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ers have found that realizations are no 
longer remunerative. UltraTech Ce- 
ment, a part of the Aditya Birla group, 
is facing troubles in realization in the 
export markets. Therefore, cement ma- 
jors would face severe headwinds with 
additional capacity to come on stream. 
With pipeline capacities coming on 
stream, the scenario in the coming 
months is likely to undergo significant 
changes. Nikhil Mansukhani, Director 
of Man Infraprojects Ltd., comments on 
huge capacity additions thus: “As we all 
are aware of the huge investment com- 
ing up by the center towards the infra- 
structure soon, the prices may see up- 
ward trends in long-term, in case there 
is a short supply to fulfill the huge re- 


Despite the industry being consolidated to a great 
extent, it remains fragmented, and mergers and 
acquisitions are not ruled out. 


quirements. Moreover, the growing mo- 
mentum in consolidation amongst the 
cement manufaeturers is expected to 
bring rationality in capacity addition. 
This would keep the cement prices fa- 
vorable for the companies.” 


Consolidation 

Despite the industry being consolidated 
to a great extent, it remains fragmented, 
and mergers and acquisitions are not 
ruled out. The tep five players control 
46% of the installed capacity, but the 
balance capacity is still fragmented. 
Nearly half of the current capacity is be- 
ing controlled by the top players like 
Holcim, Birlas, India Cement, Shree Ce- 
ment and Jaypee Associates. Grasim’s 
decision to merge its cement businesses 
with group company UltraTech Cement 
is expected to make it the largest stand- 
alone cement player with a combined ca- 
pacity of 43 mt in India. Industry experts 
are not expecting similar merger moves 
from the other big players. For instance, 
Holcim, the Swiss cement major, has 
operations in India under two compa- 
nies, ACC and Ambuja Cements, with a 
combined yearly capacity ef 41 mt. Ana- 
lysts ruled out a merger of the two com- 


panies in the near future. They аге | 
view that “Compared to Grasim, 

and Ambuja are very powerful br 
Except in the North, the two bran 
not even compete with each other. T 
fore, it won’t be wise to merge thes: 
companies soon.” Echoing the s 
Paul Hugentobler, member of the e 
tive committee of Holeim and De 
Chairman in both ACC and Am 
said, “We have no plans to merge th 
entities, though, in our global bal 
sheet, we are consolidating our Ir 
operations.” Whereas UltraTech i: 
only big cement brand of the Birlas : 
deal between Grasim-UltraTech is з 
of an internal consolidation, which 
way will not make any difference t« 
industry. Reports suggest that the 
Present Value (NPV) of a green 
plant is still higher than the NPV ‹ 
acquired unit, which indicates that 
ther consolidation in the industry is 
away. On enterprise value per ton b 
even some smaller players turnec 
tractive candidates for potential m 
ers. Industry experts say this may s 
as a trigger to consolidation. 


Challenges 

Though there is immense growth pc 
tial, the sector does face concerns 
poor infrastructure and slowdown in 
implementation of government pol 
regarding infrastructure and a situa 
of overcapacity, leading to a fall in ca 
ity utilization rates. Analysts ex] 
that the sector could witness the епі 
more global cement majors, who cor 


Industry Capacity and Utilization Lev 





2005 157.1 90.2 
2007 171.95 95.0 


Sources: ICRA Industry Monitor Report and Business Line 
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Ultratech Cement — Global Cement Giant 





_ The mega cement consolidation process of 
Ultratech Cement Limited and Samruddhi Ce- 
ment is like a pure cement play in difficult times. 
The deal resulted UltraTech to emerge as the larg- 
est cement company in India and 10" largest in 
the world with 48.8 million tons per annum of 
grey cement across 22 plants, 504 MW of cap- 
tive thermal power plants and 11.7 million cubic 
meters of ready-mix concrete across 68 plants. 
The company's tag line “The Engineer's Choice" 
aptly captures these features. Unlike its competi- 
tors, Ultratech's distribution network is very 
widely spread out in the country with over 5,500 
dealers and 30,000 retailers and enjoys a leader- 
~ ship position in all of the markets that it serves. 
Until now, UltraTech was concentrated in West- 
ern and Southern India, will achieve a pan-Indian 
presence with a 2096 market share. It also adds to 
its portfolio the specialty products of white ce- 
ment and wallcare putty. Adesh Gupta, Whole 
Time Director and Chief Financial Officer, Grasim 
and a Director of Samruddhi, said "After the 


a substantial part of cement capacity in 
the country by adopting the inorganic 
route. The sector may face a possible 
threat from imports, following the re- 
moval of all duties on imported cement 
especially from Pakistan, which has ex- 
cess cement capacity presently. How- 
ever, Dun & Bradstreet, a leading source 
of global business information, does not 
expect cement imports into the country 
to occur on a large scale largely due to 
infrastructural constraints. 


merger, Grasim will retain 
a strategic and controlling 
interest in UltraTech while 
providing UltraTech flex- 
ibility for future fund rais- 
ing." K C Birla, Chief Fi- 
nancial Officer, UltraTech, 
said "the merger repre- 
sents an inflexion point 
for UltraTech. 

The combined profit- 
ability and cash flows of 
the resultant entity will 
provide an impetus to our growth and will act as 
a force multiplier to our efforts of increasing mar- 
ket share. The financial indicators post merger will 
support UltraTech to maintain its credit rating." 
UltraTech (read Grasim Industries) stood at 47" 
position in the 2009 7he Ana/yst500 ranking with 
net sales of Rs 11,006.96 cr for the fiscal 2009 
and posted a net profit of Rs 1,647.96 cr. Going 
ahead, the company’s operating and return ratios 


1 


Jan 2009 


Source: Yahoo Inc, 


A majority of Indian cement compa- 
nies opine that the government is doing 
little to promote the industry. They sug- 
gest that the “Government should focus 
more aggressively on infrastructure de- 
velopment. It must promote concrete 
roads instead of bitumen roads. The 
maintenance cost of concrete roads is 
quite low compared to the bitumen 
roads, besides improving the road condi- 
tions, it will spur the demand of cement". 
One common complaint by them is that 


Top 10 Cement Players 
Company Name Market Cap Sales — Net Profit Total 
(Rs. Cr) Turnover Assets 


UltraTech Cement 


India Cements 


9,348.89 


2,891.90 


6,436.96 977.02 5,743.73 


3,470.78 432.18 


5,619.41 





Madras Cements 


2,473.69 


2,538.50 363.52 3,723.65 





Binani Cement 


1,310.00 


1,497.32 108.66 1,254.73 





- Rain Commoditie 
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1,203.48 


1,112.16 85.06 988.11 


Mar 2009 





Share Price Movement 


May 2009 Jul 2009 Sep 2009 Nov 2009 


are expected to improve due to the superior oper- 
ating parameters of Samruddhi's cement busi- 
ness. Kumar Mangalam Birla, Chairman, 
UltraTech Cement Ltd., stated that "We at 
UltraTech will leverage synergies and further 
strengthen our ability to compete in the Indian 
and the overseas markets. We expect UltraTech to 
grow faster than the market and to improve mar- 
ket shares." 


they pay excise duty, while imported ce- 
ment is exempted from countervailing 
duty. Thus, the Indian cement manufac- 
turers demand that the Countervailing 
Duty (CVD) must be reimposed on im- 
ports to create a level playing field. 


Outlook 

With the global players gaining a major 
footing, competition in the industry has 
intensified over the last two years. 
Amidst aggressive competition, Indian 
cement majors are adopting innovative 
strategies to capture a substantial 
market share and survive. These in- 
clude branding, innovative packaging, 
strengthening of their distribution net- 
works as well as several customer-fo- 
cused initiatives. On top of these initia- 
tives, they are also integrating verti- 
cally by moving into the ready-mix con- 
crete services in an attempt to retain 
their clients. Even regional players are 
gearing up to establish a pan-India 
presence, which in turn intensifies the 
level of competition going ahead. Never- 
theless, good days are ahead for the ce- 
ment players, as the demand for cement 
remains robust, driven by huge offtake 


by all user segments.» 
- N Janardhan Rao 
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difference to the lives of the Indians. 


ight from the morning cup oftea 
to brushing of teeth before bed- 
ime. our life is intertwined 
with products of a particular company. 
Yes, such is the omnipotent impact of 
Hindustan Unilever Limited (HUL) on 
the lives of millions of Indians. The uoiq- 
uitous HUL, formerly Hindustan Lever 
Limited (HLL), started its Indian odys- 
sey more than a century ago, when the 
Sunlight soap bars hit Indian shores. 
Thereafter, it expanded, diversified, ac- 
quired and became the No. 1 FMCG 
player in India, catering to a whopping 
700 million consumers, with leadership 
in home and personal care products and 
food and beverages. A subsidiary of 
Anglo-Dutch business conglomerate 
Unilever, HUL’s products cater to 20 dis- 
tinct consumer categories, touching the 
lives of two out of three Indians, thanks to 
its impeccable brand, strong distribution 
network and skilled leadership. Living up 





Adding Vitality to Life 
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The undisputed market leader in the FMCG space is endlessly making a real 





to its mission, HUL is ceaselessly adding 
vitality to the lives of its customers. Its 
wide range of products, with distinctive 
characteristies, are graciously meeting 
the nutritional, hygienic and personal 
care needs of millions cf Indians and help- 
ing people feel good, look good and get 
more out of life. 

And, it also feels good to announce 
that in The Analyst ranking of 500 top 
companies in India, for the FY2008-09, on 
the basis of net sales, HUL has retained 
its number one positien in the cosmetics, 
toiletries, soaps and detergents category. 
With net sales of Rs 20,709.71 cr (a rise of 
47.53%) for FY2008-09, it has grabbed 
the 24" position in the overall list of 500 
companies, whereas in 2007-08, it 
bagged the 28" position. During FY2008- 
09, its Profit After Tax (PAT) also in- 
creased by 19.65% and reached Rs 
2,496.45 cr. Nirma Ltd., with net sales of 
Rs 2,907.02 cr, bagged the distant second 


place in cosmetics, toiletr 
detergents category, follo 
India Ltd., Colgate-Palr 
Ltd., Godrej Consumer Pr 
and Procter & Gamble Hy, 
Care Ltd. 


Truly a local company 
Its parent company Unile 
strong local roots in п 
countries across the glot 
jority stake of 52.10% in 
of the shareholding 1 
among about 3,60,675 
and financial institution 
ent company, HUL’s str 
cal cultures and vast kn¢ 
kets have immensely hi 
strong relationship w: 
which laid the foundatic 
growth. It has been ab 
strong knowledge of th 
with the international 
parent company to the : 
cal consumers—a hall 
company. HUL which e 
tage, has always been { 
lief that, “What is good | 
for HUL.” The compa 
business initiatives an 
has been able to integ 
with its business goal 
created history when it 
Indian shareholders, b: 
foreign subsidiary com 
HUL's brands, su 
Lux, Surf Excel, Rin 
Lovely, Sunsilk, Cl 
Pepsodent, Lakme, 
Kissan, Knorr, Annapu 
Walls, have become I 
and are used by nearl; 
tomers across India ar 
egories—soaps, dete 
products, tea, coffee, 
ice-cream and culina 
wide range of product 
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"The increase in disposable income, increasing per capita income, and low penetration level 
would result in increased spending on premium discretionary items and overall growth of the 


FMCG sector." 


How do you see the current FMCG landscape in India? 

The Indian FMCG sector is the fourth largest sector in the 
economy with a total market size in excess of $14.7 bn. The 
ЕМСС sector is among the largest employers in India: the live- 
lihood of 13 million people is associated with 
it; across 8 million kiranas, about 25 
million people are employed as wholesalers, 
distributors, stockists. It is also one of the 
major contributors to the exchequer, contrib- 
uting Rs 31,000 cr ($6.5 bn) through direct 
and indirect taxes. 

FMCG includes all those essential prod- 
ucts which are required in our daily life—be it 
food products, beverages, household products, 
fabric care, baby care, personal care and oth- 
ers. Food products contribute 43% to FMCG 
industry. Key drivers that are changing the 
landscape for FMCG players include: chang- 
ing demographics, increasing disposable in- 
come, changing lifestyle, increasing number of 
working women, and increasing nucleus fami- 
lies. This calls for an increased investment in brands and R&D 
to meet the ever-changing demands of consumers. 

As about 70% of Indian population resides in rural areas, 
FMCG companies have realized the importance of tapping this 
market through various marketing strategies and initiatives. 
Companies have launched various products at different price 
points, categorized into mass consumption products and pre- 
mium products, to cater to the different needs of the end-users. 
Various initiatives taken by the companies have proved suc- 
cessful and as a result, rural India now contributes 46% to 
FMCG companies' top line. 

What has been the impact of recession on Indian FMCG sector? 


Composition of FMCG Industry 
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The global financial crisis resulted in job loss, liquidity crunch 
and a spurt in commodity prices, leading to inflation and lend- 
ing interest rate hike. Crude oil peaked to $138/barrel, leading 
to the rise in the prices of all commodities. 

This weakened consumer sentiments re- 
sulted in people shifting from investment/ 
spending mode to saving mode and looking at 
value for money packs. This caused a decline 
in consumer spending on discretionary prod- 
ucts, leading to down trading. However, as 
rural India contributes nearly 46% to FMCG 
companies' top line, they remained insulated 
from the recession to some extent. 

In spite of this, the sector grew 16% in 
FY09 to Rs 95,150 cr and is expected to con- 
tinue to grow at the same pace in FY10. Unlike 
FY09, when growth was mainly driven by price 
hike lead growth, FY10 is expected to be driven 
by volume lead growth. While FMCG compa- 
nies are seeing a volume growth of just 6-7% in 
metros, the growth in rural markets is over 
20%. FY09 witnessed a spurt in the prices of commodities and 
crude oil, forcing FMCG companies to go for price hikes in order to 
How did the sector cope with the recent downturn? How is it placed now? 
In order to maintain margins, FMCG players opted for price 
hikes to pass on the cost pressure to consumers. This was done 
either through price increase or grammage reduction, introduc- 
tion of value packs and increased investment in brands. Com- 
panies which maintained prices and took hit on margins sus- 
tained volume growth. This was witnessed in Godrej Consumer 


Raw Material Prices 
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Products Ltd.’s increase in market share in soaps category (from 
9.1% in Mar08Q to 10.9% in Jun09Q), while Hindustan 
Unilever started losing market share in personal wash segment 
(from 54.3% in Mar08Q to 46.3% in Jun09Q) and skin care (from 
54.8% in Jan07Q to 50.2% in Jun@9Q). While ASP expenses 
were higher, companies undertook various cost-cutting mea- 
sures. FMCG companies expanded their distribution network 
and reach to further penetrate the rural market. 

Small SKUs were introduced in order to attract new consum- 
ers. To name a few: Britannia introduced small packs priced at Rs 
10 for its different varieties of biscuits; Colgate introduced tocth- 
paste pack priced at Rs 10; and Marico launched Parachute sachet 
at Re 1. During FY09, while net sales increased for all companies, 
operating margins for most of the companies declined. The stimu- 
lus package announced by the Government of India, wherein exeise 
duty was brought down from 14% te 8%, also helped companies 
bring down cost. While we see global economy back on recovery 
path, commodity prices which had eorrected earlier have again 
started increasing, raising concerns about inflation. 

What are the current issues confronting the FMCG sector? 

Growth in modern retail: In our opinion, modern retail (cur- 
rently contributing 8-10% of FMCG companies sales) has been 
both a boon and a bane for the FMCG industry. Modern retail 
has benefitted FMCG players, as it has changed the entire shop- 
ping experience for consumers by making all the brands avail- 
able under one roof, prompting impulsive purchases. This has 
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made it necessary for FMCG companies to spen: 
vertising at PoP (Point of Purchase) to attract сс 

Retail chains like Big Bazaar, Food Baza: 

Retail (having strong logistics arrangements) h 
integrated into their own in-house brands at com 
to improve their own margins. This poses an add 
tition for FMCG companies. 
Dependence on monsoon: Below-average mc 
lead to a further rise in agri-commodity prices, as 
is expected to decline by nearly 18% (from 117. 
last year to 96.6 million tons this year). We are 
high food inflation (currently at 13.1%), and it 
further if rabi output does not improve. This c 
margin pressure on FMCG players. Also, unf: 
soons could impact the demand from rural area 
Economic performance: The growth of FMC 
pendent on the performance of the economy. Hea 
GDP results in overall improvement in economy, 
posable income, and overall improvement in tł 
living. 

While we stay reasonably confident of higher 
Indian consumers and the drivers mentioned ear 
that a bigger challenge concerns companies' spen 
push, which could raise their costs, but would wi 
the long run. 

How do you see the future of the FMCG sector in India? 
The FMCG market is set to grow from Rs 1,10, 
09 to Rs 1,85,000 cr by 2014. The sector will wit: 
50% growth in rural and semi-urban India by 20: 
of the FMCG sector would be driven by rural In 

The increase in disposable income, personal | 
ing importance, increasing per capita income, ar 
tion level would result in increased spending or 
cretionary items and overall growth of the . 
FMCG has always been considered as a safe be 
markets because of its nature of operations 
payouts—attracting risk-averse investors. In th 
a-half years, when Indian financial markets cre 
els of 21,200 to the low of 8,000 and the Sense» 
the BSE FMCG Index declined just 40%. 

We remain positive on the sector and expec 
advantage of the growing Indian consumerism. 
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over 35 factories, several of them in 
backward areas of the country, and its 
operations involve over 2,000 suppliers 
and associates. HUL’s distribution net- 
work covers 6.3 million retail outlets in- 
cluding direct reach to over 1 million. On 
top of it, HUL has traditionally been a 
company which incorporates the latest 
technology in all its operations. HUL 
deems that an organization’s worth lies 
in the services it renders to the society. 
HUL focuses on hygiene, nutrition, en- 
hancement of livelihood, reduction of 
greenhouse gases and water footprint, 
educating and rehabilitating the under- 
privileged children, and assisting the 
destitute and HIV-affected people. 
НОТ Project Shakti is a noble initia- 
tive in creating micro-enterprise oppor- 
tunities for rural women, thereby im- 
proving their livelihood and standard cf 
living in rural communities. HUL has 
also initiated a rural health program, 
Lifebuoy Swasthya Chetana, through 
which it endeavors to induce adoption cf 
hygienic practices among rural Indians 
and aims to bring down the incidence cf 
diarrhoea. If HUL occupies a prestigious 
position in Indian corporate world, it is 
because of its single-mindedness in 
identifying itself with Indian aspira- 
tions and needs in every walk of life and 
its constant endeavor to make a real dif- 
ference to the life of every Indian. 


Where it stands? 

The FMCG market continues to be ro- 
bust—presently, it is the fourth largest 
sector in the economy with a total mar- 
ket size in excess of $14.7 bn. Apart from 
some short-term volatility, it is likely 
that FMCG growth will surely sustain in 


the medium term. Changing lifestyle, 
changing demographics, increasing dis- 
posable income, increase in the number 
of working women, rising nuclear fami- 
lies, and above all, the not-yet-saturated 
and growing rural sector are likely to pro- 
pel the industry in the near future. 
FMCG players m India are also not sit- 
ting idle, and they have increased their 
investments in brands and R&D to meet 
the ever-changing demand of consumers. 
As a staggering 70% of Indian popula- 
tion resides in rural areas, FMCG com- 
panies are keen to tap this market with 


| 


various marketing strategies and initia- 
tives. This rural market is strategically 
very important to the FMCG players as 
this is the market whieh shielded the 
FMCG sector during the recession and it 
contributes nearly 4696 to FMCG com- 
panies' topline. And, HUL, despite its 
subdued perfcrmance in the second 
quarter (July-September), is also doing 
its bit to encash on these opportunities 
and focusing on competitive, profitable 
and sustainable growth. 

HUL reported a 21.6% decline in net 
profit for the quarter ended September 
2009 due to mark-to-market foreign ex- 
change losses and restructuring costs. Its 
net profit declined to Rs 428.53 cr from Rs 
546.61 cr durinz the same period a year 
ago, even as net sales recorded 5% rise to 
Rs 4,228 cr. Results for the latest quarter 
included an exceptional loss of Rs 1.35 bn, 





able growth. 


HUL is doing its bit to encash on the opportunities 
and focus on competitive, profitable and sustain- 


С 


largely due to a provision related to a 
settlement with former workers at a 
closed unit. The year-earlier sir 
an exceptional gain of Rs 1.09 bn, prima- 
rily from a property sale. Whatsoever, the 
muted growth in sales volume was 
largely because of pressure on the 
company's low-priced soaps and deter- 
gents segments, which contribute nearly 
25% of its local sales. Chairman Harish 
Manwani commented that the company 
is actively strengthening its full portfolio 
and improving its competitiveness in the 
mass segment for its soaps and deter- 
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gents. “We remain determined to profit- 
ably grow volumes and further strengthen 
our market leadership across categories,” 
Manwani added. However, the operating 
profit grew 16.48% to Rs 605.72 cr, while 
the operating margins improved by 14( 
basis points, with tight cost management 
and operating leverage, said a company 
statement. “We have sustained gooc 
growth momentum іп the domestic соп: 
sumer business, driven by innovations 
and sharper execution,” said Harist 
Manwani. In Q2, in some financial pa 
rameters, HUL might not have done well 
but given its strong brand, solid distribu 
tion and marketing network, technologi 
cal niche, world-class R&D, strong leader 
ship, HUL is likely to rule the roost in th: 
FMCG arena in India.= 

– Y Bala Bharathi and Sanjoy D 
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Panialoon 


Investing in Future 





The largest retailer is rejigging its business to unlock more value for its 
shareholders and focus more on its core retail business. 





In the last few years, the company 
had forayed into allied businesses in 
the consumption sector with a view to 
strengthen the retail business as well as 
leverage on new opportunities that the 
Indian economy provides. In order to 
unlock more value for the shareholders, 
the management had proposed to inde- 
pendently govern and build these busi- 
nesses, while retaining the character of 
Pantaloon Retail as a pure retail play, 
focusing on retail businesses. 

- Kishore Biyani 

Managing Director, 

Pantaloon Retail (India) Limited, & 
Group CEO, Future Group 


one other than Kishore Biyani, 
the undisputed retail king of 
India, better understands the 
retail pulse of India. The maverick, 
who kick-started the first Pantaloon 
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retail store in 1997, has been on a roll 
since then, and even the recent dread- 
ful global recession could not inflict 
much damage on his business. Accord- 
ing to The Analyst's top 500 Indian 
companies ranking for FY2008-09, 
based on net sales, Pantaloon Retail 
(India) Limited has retained the top 
slot in the Indian retail industry. For 
the year 2009, it clocked net sales of Rs 
5,072.66 cr, a hike of 52.40% from a 
year earlier. And it moved up to 89% 
rank among the top 500 companies in 
India in terms of net sales from last 
year's 121*. Pantaloon has far out- 
classed Shoppers' Stop Limited, the 
number two player in retail category, 
which clocked net sales of Rs 1,341.27 
cr during the same period. Vishal Re- 
tail Limited, with net sales of Rs 
1,323.16 cr, stood third in our ranking 
of retail players. 


Shifting priorities 

Almost all the retailers have been im- 
pacted by the recession. And most of 
them have emerged wiser from the 
downturn and are banking on new 
business models to thrive in the most 
attractive retail destination among 
emerging markets. Retail is the sec- 
ond largest sector in India after agri- 
culture and has tremendous growth 
potential. As per the study conducted 
by the Indian Council for Research on 
International Economic Relations 
(ICRIER), the retail sector is expected 
to contribute 22% to India’s GDP by 
2010, which underscores the robust 
potential of the sector. And Panta- 
loons, the largest retailer in India, is 
leaving no stone unturned to encash 
on these opportunities. 

All these years, Pantaloon has 
been focusing chiefly on growth, pre- 
suming that if it occupies prime space 
in prime locations, it will muster sig- 
nificant edge. This strategy required 
Pantaloon to remain continuously in 
an expansion mode, i.e., opening up 
new stores when the existing ones are 
lumbering towards break-even. Now, 
Pantaloon has shifted its gears from 


Pantaloon: Long Ta(il)le 


Biyani-promoted Pantaloon Retail (India) Lim- 
ited is now the only company that can truly be 
dubbed as a pan-India retailer with a format to 
cater to almost all shopping categories— 
from bargain hunters to brand-conscious 
consumers. Its principal formats include Pan- 
taloons, a chain of fashion outlets; Big Bazaar, 
an Indian hypermarket chain; Food Bazaar, a 
supermarket chain, and Central, a chain of 
seamless destination malls. Some of its other 
formats include Depot, Shoe Factory, Brand 
Factory, Blue Sky and Fashion Station. Panta- 
loon Retail stores now occupy more than 12 
million sq ft of retail space in 71 cities across 
India and employ around 30,000 people. 
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INTERVIEW 


“There has been a significant improvement in buyer sentiments in the second quarte 
number of factors are at play here, including positive sentiments brought about by a str 
political regime, a marked upsurge in the economy, stabilization of inflationary pressu 
and increased job security.” 





How do you see the retail landscape in india? 

Jayant Kochar: ‘Organized’ retail is a fledgling industry in 
India, and it is therefore quite natural that the landscape is 
strewn with a variety of players with differ- 
ent formats, levels of experience, invest- 
ment capability, professional competence, 
etc. As time goes by, there will be consolida- 
tion and the weaker ones will be foreed out or 
occupy niche positions. The dominant play- 
ers will be those who understand and de- 
liver the key imperatives in this business. 
Depending on the product category, these 
would include customer understanding and 
service, supply chain efficiency, investment 
capability, managing discrete teams of 
people, etc. Today, there are too many people 








centers. However, many individual chains and stores 
seen lower footfalls and lower sales, and are therefore s 
gling. 


Shubhranshu Pani: There has been a 
nite impact. However, the current slow 
in the Indian economy notwithstanding 
retail segment in the country is aimin 
expansion, led by most major Indian 
ness majors and global players. The tot 
tail stock in India currently stands at 
million sq ft. Another 40 million sq ft o: 
space was either proposed or under уг 
stages of construction in the next 2-3 ; 
of these only 3596 of the supply will se 
light of the day. This has created concer 
retailers who are in an expansion r 


without the requisite experience or capabil- Jayant Kochar Most retailers are now willing to eva 
ity (e.g., manufacturers lured by apparently Managing Director, high street and stand-alone opportu: 
high margins) who are trying to run retail Go Fish Retail Solutions, as well. We have witnessed multiple 
businesses. Gurgaon projects being delayed or shelved, narr: 


Shubhranshu Pani: The fragmented na- 
ture of Indian retail has earned it the unflattering label of ‘a 
nation of shopkeepers’. However, we are seeing a paradigm 
shift in consumer preferences now—the accent is on an orga- 
nized retailing experience of global standards. The sector is 
witnessing a huge revamping exercise. Modern retailers are 
making their mark and adding new products and categories to 
Indian consumption. The consumer today has more opportu- 
nity of newer/innovative products than before. Traditional 
markets continue to flourish, but the new formats such as 
departmental stores, hypermarkets, supermarkets and spe- 
cialty stores are adding in a newer experience and expanding 
the market. The Indian customer is ready and retailers see 
potential for India to grow for the next 10 to 20 years in con- 
sumption, market size, and square footage. 
The recession has impacted the retailer across the globe. What has 
been the case in India? 
Jayant Kochar: While in some countries there has been re- 
cession, in India what we have had is a relatively marginal 
drop in growth. Correspondingly, the impact on most indus- 
tries (with exceptions—particularly those dependent on ex- 
ports of goods and services) has been much less than else- 
where. 

On a macro level, ‘organized’ retail in India has continued 
to grow, though at a lower pace. The same is the case with 
footfalls into malls and ‘organized’ retail shops and shopping 


90 | December 2009 | 


the supply pipeline. This is, in fact, a 
tive sign, since it will help relieve some pressure due : 
pected oversupply in the market. 

There has been a significant improvement in buyer 
ments in the second quarter. A number of factors are a 
here, including positive sentiments brought about by a s 
political regime, a marked upsurge in the economy, stal 
tion of inflationary pressures and increased job securit; 
tailers are now more sure about their business and ma 
and the smart retailers who control their costs within ғ 
able limits will continue to do well. The correction in 1% 
tate prices has just made their life easier. 

How are the retailers in India coping with the crisis? 

Jayant Kochar: Overall, though of course there аге 
tions, I would say ‘organized’ Indian retailers have deal 
the situation poorly. Firstly, they must accept that th 
difficult situation that some of them have made into a 
They did this by their actions before the 'crisis'—driving 
and other costs higher and higher because of their unre: 
unjustifiable and under-researched growth plans—as v 
after the ‘crisis’, by reacting with deep and extended dis: 
that is going to make it increasingly difficult to retur 
reasonable level of full price sales, and to achieve pro! 
ity. Accountability for both these can be largely attribu 
immature leadership at a time when the euphoria ‹ 
growth blinded many organizations to the lack of cus 
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understanding, planning and systems. 

Too many retailers are blaming mall developers for the 
high rents that dented retail viability. The reality is that the 

rice of anything, including retail space, goes up when there is 
excess demand chasing limited supply. Many retailers con- 
tributed to the excess demand with their unrealistic business 
plans. Now the cycle is turning, and the developers who got 
lured by the high rentals will in turn find they cannot get the 
rentals they planned on. 

Post-slowdown, retailers seem to have a single point strat- 

egy—lure customers with discounts. This is 
a slow way of committing suicide. If they had 
only used this time to invest their limited 
funds in understanding customers better, 
improving systems and efficiencies, and, yes, 
rationalizing management cost too, they 
would have been in a much better position to 
bounce back strongly. While most retail 
managers are bemoaning their dwindling 
sales, we have a few clients who are making 
investments such as these, and the results 
are already showing. 
Shubhranshu Pani: Retailers are leverag- 
ing the current market dynamics by concen- 
trating their presence in established metro- 
politan catchments, curtailing exuberant ex- 
pansion plans and focusing on offering 
greater value to the shopper community. 

What are the challenges to the industry? 

Jayant Kochar: 

a) The diverse and diffused customer base: India has 
more variety in every way than all of Europe and North 
America combined. This creates a variety of complexities, 
most critical of which is the difficulty of understanding 
retail level customers and tailoring strategies and sys- 
tems for these varieties. 

b) Low consumption per capita: Many people get excited 
by the size and growth rate of the market. The growth rate 
is high because the base level is very low. And while the 
macro level demand is high, it is spread over a large and 
highly dispersed population. In spite of this, there is an 
attractive market available in all demographic and psy- 
chographic segments, but it is difficult and cumbersome to 
reach the consumers. 
Inadequate infrastructure: Many retail segments and 
many retail centers are limited by the lack of infrastruc- 
ture, including suitable and relevant real estate, training 
and development infrastructure for manpower, logistics 
and warehousing, effective transportation for materials 
and people, roads, power, etc. 

d) Regulatory issues: Many of these arise out of the 
plethora of regulatory agencies that have jurisdiction over 
the sector in different ways. These also affect manpower 
policies, pricing strategies, entry and exit barriers, etc. 

Shubhranshu Pani: We need a strategy that builds on the 

interdependence between the mall owner and the retailer. We 


c) 
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must evolve from the traditional and limited tenant landlord 
relationship model and have to reach a stage where developers 
and retailers see each other as partners. More and more devel- 
opers must now accept the revenue share/ minimum guarantee 
model. It is the best possible arrangement between a mall 
developer and a retailer. 

Most malls are looking similar and this has to change. 
Consumption pattern and population catchment vary accord- 
ing to micromarkets, and we should understand that differ- 
ence and create a product that addresses local markets. Expe- 
riences over the last 10 years show that a 
mall that is suited to a local catchment 
works best. 

In order to achieve higher cost-efficiency, 
we must work on retail logistics and supply 
chain optimization. The supply chain is the 
back end of retail—by investing more in it, 
we can significantly reduce the cost of busi- 
ness operations via increased shelf-life of 
perishable products, resulting in reduced 
wastage and increased margins. It will also 
enable just-in-time inventory and aggrega- 
tion of inventory, reducing its overall cost. 

Internal issues are not helping the pro- 
cess of revival. The economy is coming back 
in strength, and this will have a direct posi- 
tive impact on consumer sentiments. Re- 
solving differences and grooming these green shoots is the or- 
der of the day. In the current revival scenario, the retail sector 
must be willing to present a united front that seeks squarely 
to revitalize the industry for everyone's benefit. 

Retailers should ensure that the mall they opt for has 
proper mall management. Mall management involves many 
functions, including housekeeping, parking management, ten- 
ant coordination, marketing management, and regular im- 
provements and upliftment of the center. Only effective mall 
management can ensure sustained customer flow into the 
project. 

Quality manpower remains a challenge, and Indian retail 
still needs support from the government in terms of industry 
status, favorable labor laws, power at reasonable prices, etc. 
How do you see the existing FDI norms in the retail sector? Is there any 
need to further liberalize the sector? 

Jayant Kochar: The norms are unnecessarily and prohibi- 
tively restrictive, and self-defeating. As is well-known, the 
more unnatural restrictions you put on anything, the more in- 
genious will be the ways of bypassing these restrictions. That 
is precisely what has happened, and will keep happening un- 
less the government has the determination (it already has the 
strength) to set aside uninformed and politically motivated 
objections and move ahead to liberalize the sector. There is an 
urgent and imperative need to progressively liberalize the sec- 
tor. 

Shubhranshu Pani: Yes, there is a need for further liberaliza- 
tion. Retail is a capital-intensive business and also has long 
gestation period. Capital and expertise will help the market 


| December 2009 | 91 


1590 
THE 


grow in size quickly. We must understand that money alone has 
no edge in the market space, what matters is the brand and the 
day-to-day performance. So the Indian retailer who is servicing 
the need and has a local brand equity is in any case the favorite. 
How do you see the future of the retail industry in India? 
Jayant Kochar: Extremely bright for efficient retailers, ex- 
tremely gloomy for those who want to transplant systems and 
experiences from cther countries and use them unchanged in 
India, or for those who try to do this business without under- 
standing their customers and how to serve them efficiently. 
It is extremely difficult for a company with an emphasis on 
manufacturing or other process-driven sectors to ever succeed 
in retail. The entire DNA of such organizations is completely 
different from what is required to succeed at retail. 
Therefore, since most organizations in India have a manu- 
facturing/processing heritage and mindset, I believe that these 
companies will have to collaborate and partner global retail- 
ers if they want to make a mark in this business. As a result, 
‘organized’ retail is likely to come into its own and flourish 


when more global retailers are able to bring their funds, sys- 
tems and experience to India. 

Of course, this should not be construed as a vote of n 

confidence in homegrown retailers like the Future Group. ee 
key is not nationality—it is understanding local customers 
and being able to develop and efficiently execute relevant sys- 
tems and processes that enable the company to profitably 
serve those customers. Today, the Future Group has shown 
that it is not only able to do this better than almost anyone 
else, but it is also able to scale up so as to be able to compete 
with global giants. This makes them an ideal model of rel- 
evant retail and also an inspiration for other aspiring large- 
scale retail chains in India. 
Shubhranshu Pani: I foresee the Indian retail industry con- 
tinuing to grow in the 15-25% per annum range. The growth 
will be stable—retailers will avoid a mad rush of real estate 
grabbing. Profitability will be the key. The majority of growth 
in the next 5 years will be restricted to tier I and tier II cities, 
as the potential to grow in the cities is not yet saturated. 


Indian Retail: All Set for Robust and Profitable Growth 


Like any new greenfie:d industry in the country, 
modem retail has also seen a flurry of activities in the 
last 4-5 years, with entrepreneurs and corporates of 
different sizes and investment appetite setting up 
their ventures across various categories and for- 
mats all over India (it nas happened with Power, 
Real Estate, Telecom, Airlines etc.) As modern re- 
tail, especially the non-apparel retail, is still a new 
industry, mostof the players have spent the last few 
years in testing waters and optimizing their retail 
models based on consumption behavior and ор- 
erational feasibility. 





growth of this sector would be even stronger anc 
the positive impact even more far-reaching. 

The recent slowdown in consumer spendinc 
and unavailability of finance created tremendous 
difficulties for Indian retailers. However, the slow- 
down also made retailers realize the importance o 
profitable growth rather than top line growth. We 
expect that the modem retail will experience signifi- 
cant growth in all categories in the next few years 
however, retailers would need to focus on improv: 
ing operations to achieve sustainable growth 
While better inventory management is expected tc 
improve retailer overall working capital manage 


As рег Technopak's estimates, the current re- 
tail sector market is about $435 bn, which is about 
37% of the GDP of $1,161 bn, and is expected to 
reach $587 bn by 2014. The modem trade, which 
currently accounts for only $21 bn, is expected to 
grow to $65 bn by the end of 2014. 

The industry was inthe news for various not-so- 
encouraging reasons a few months back, but most 
of the retailers, after a difficult time, have started 
showing healthy growt and also increased profit- 
ability in the last quarter. With the gloom of the slow- 
down over, consumer spending is on the пе, and 
we are sure that the coming months will see even 
batter results. The overall market continues to grow at 
64-96, and the consumer aspiration for a better ser- 
vice environment will help the modem retail grow by 
25-30% per annum forthe next five years. 

The modem retai growth will be driven not 
only by the domestic retailers, who have the man- 
agement and financial strength to deploy for sus- 
tained growth in the coming years and also the 
determination and commitment to succeed in this 
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Arvind Singhal 
Chairman, Technopak Advisors, Gurgaon 


particular sector, but also the global players who are 
ready with their blueprints for their operations in the 
country. Hence, the coming years will see solid, 
determined expansion by all serious players, giving 
them both scale and profitability. 

Notwithstanding the many stories of gloom 
and doom about the fate of organized retailers and 
of modern retailers currently in the fray, the modern 
retail sector continues to grow steadily. In fact, there 
has been extraordinary broad-basing of the sector in 
the last three years in particular, and an extraordinar- 
ily steep learning experience for most of the serious 
players in the fray. 

If the government were to. finally, take a prag- 
matic view of the overreaching benefits of modem 
retail (not only to the Indian economy but also the 
average Indian consumer) anc open up the sector 
to foreign direct investment (both FDI and FII), the 


ment, other initiatives like private label developmen 
and merchandise improvement are expected ї‹ 
encourage customers to spend more and increast 
top line revenues. 

Modem retail in India is going through a stee 
learning curve. In the first phase, retailers were bus! 
setting front-end; and now, it has entered a nev 
phase where they are taking a hard look at thei 
business fundamentals. The last few years havi 
seen players experimenting with formats, produc 
mix, locations, sizes, customers, and now tht 
phase of rebuilding would begin. While there ha: 
been a significant improvement in operational effi 
ciency, we feel that still a lot of work needs to bt 
done in the area of category management, vendo 
partnership, stock turns, channel synchronizatio! 
and customer relationship management. 

The Great Indian Retail story is still intact anı 
will continue to witness evolutionary growth ant 
opportunities in the years to follow, albeit wit 
some short- term hiccups. 
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rapid sales growth to profitable 
growth. “We are smarter and more ef- 
ficient than we were before the down- 
turn,” Biyani commented recently. 
This shift in strategy has come after a 
tough past year when retailers, all 
and sundry, cut back growth plans as 
it became very difficult for them to 
raise money to establish new stores 
and supply chains. So too Pantaloon 
has slowec down the pace of new store 
openings and has been focusing on 
selling its own brands. It has been 
forecasted that its retail space will in- 
crease to 25 million sq ft by around 
FY2014 and revenues will grow at a 
placid pace of 25% annually—this is a 
big step down from its compound an- 
nual growth rate of 76% in space and 
54% in sales since 1999. Though, ini- 
tially it was reluctant to tie-ups with 
international players, now it is open 
to collaboration as it seeks funds for 
growth. Recently, it has been reported 
that Pantaloon Retail, owned by Fu- 
ture Group, is in talks for an alliance 
with French retail giant Carrefour SA. 


Recasting its business 

Pantaloon has reported a net profit of 
Rs 43.82 cr in the quarter ended Sep- 
tember 30, 2009, up 21.11% over the 
corresponding period a year ago. The 
company clocked net profit of Rs 36.18 
cr in the September quarter last fis- 
cal. Total income of the company in- 
creased to Rs 1,781.74 cr in the quar- 
ter under review from Rs 1,512.37 cr 
during the same period previous year. 


ADD 
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Considering these quarterly re- 
sults, the lessens it learned during 
the recession, and above all, keeping 
in mind the lucrativeness of the In- 
dian retail sector, Pantaloon has re- 
cently announced a major makeover 
plan. It has decided to recast its 
stakes in its non-retail businesses 
such as financial services, brands and 
education, and thereafter establish a 
separate company for Big Bazaar and 
Food Bazaar in order to unlock more 
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value for its shareholders and concen- 
trate more on its core retail business. 
Here it is noteworthy that the Indian 
retail market, which is the fifth larg- 
est in the world, has been ranked as 
the most lucrative emerging market 
for investment in the retail sector by 
global management consulting firm, 
AT Kearney’s eighth annual Global 
Retail Development Index (GRDI), in 
2009. The contribution of retail trade 
in country’s GDP was between 8-10% 
in 2007. It is currently around 12%, 
and is likely te reach 22% by 2010. A 
McKinsey repert “The Rise of Indian 
Consumer Market”, estimates that 
the Indian consumer market is likely 
to grow four times by 2025. 








The move to consolidate its non-retail businesses 
is aimed at curbing the exposure of the company 
in some of its loss-making units. 


All these, coupled with the market 
realities, have prompted Pantaloon to 
reorient its business strategy. Re 
cently, it announced that it would cont 
solidate its investments in the finan- 
cial services ventures such as Future 
Capital Holdings and insurance joint 
ventures such as Future Generali In- 
dia Life Insurance and Future 
Generali India Insurance without con- 
ceding management control. The move 
to consolidate its non-retail busi- 
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nesses is aimed at curbing the ехро- 
sure of the company in some of its 
loss-making units (such as Future 
Generali and Future Knowledge Ser- 
vices) and retain Pantaloon a profit- 
able entity. It is apparent that the 
management does not want Panta- 
loon to be a holding company of all 
non-retail operations, of which some 
are loss making. May be, this time 
also, these shifting priorities will 
fetch the desired results, as it hap- 
pened every time earlier, courtesy the 
clairvoyant Kishore Віуапі. в 


- Y Bala Bharathi and Sanjoy De 
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As the slump in demand and capital squeeze give place to buoyant outlook 
and realistic growth prospects, the Indian construction industry looks set to 


tower over the rest. 





t has been two years since Donald 

Trump Jr., son of legendary real es- 

tate developer Donald J Trump 
and Executive Vice-President, Develop- 
ment and Acquisitions, The Trump Or- 
ganization, US, attended ‘Cityscape 
India 2007,’ one of the largest and well 
attended business-to-business real es- 
tate events, held in Mumbai in Novem- 
ber 2007. It was then Trump spoke how 
India’s booming economy had fueled the 
demand for more residential develop- 
ment, especially luxury housing, hotels 
and resorts, and indicated his desire to 
enter India's real estate sector. “We feel 
it is now time to invest in Indian realty 
projects as the quality has moved up 
and we see emergence of some high-end 
developers with a product level that will 
support our brand,” said Trump in his 
speech at the event. And when Trump 
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followed it up with the announcement, 
in July 2008, that he was launching a $1 
bn Indian hedge fund to focus on luxury 
real estate investment, it further 
served to underscore the promise and 
potential that the Indian real estate 
sector offered. 

The construction industry, which 
comprises different segments like hous- 
ing, real estate, commercial, industrial, 
infrastructure, etc., witnessed a boom 
phase, with growth as high as 16.2%, in 
2005-06, but started slowing down 
thereafter due to the increase in the 
costs of construction, following the 
steep rise in the prices of inputs like 
steel and cement and also the mounting 
interest costs, reveals the Economic 
Survey for 2008-09. While the limited 
supply of urban land for a few segments 
of the industry saw an excessive price 
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Гат Jaiprakash, апа DLF 


buildup in the form of speculative 
bubble, the rise in interest rates and 
the deceleration in housing loans led to 
a drop in demand. Rising costs, falling 
demands, and dearth of liquidity in 
mid-September 2008 resulted in a 
sharp downturn in the sector. The trend 
continued throughout the remaining 
months of the year, with demand mod- 
erating and costs remaining high. How- 
ever, the FDI inflow came as a beacon of 
hope, with the construction sector (in- 
cluding housing and real estate) at- 
tracting Rs 21,413.1 cr in 2008-09, a 
74% increase over the previous year’s 
figures. 


The triumvirate 

Year 2008-09 was one of mixed fortunes 
for construction players. In The Analyst 
list of the top 500 Indian companies for 
the year 2009, Larsen & Toubro (L&T), 
with annual net sales of Rs 34,510.24 cr, 
secures the 12% rank in the top 500 and 
emerges as the top-ranked company 
among the construction players (all seg- 
ments). Segment-wise, while L&T con- 
tinues to hold sway on the industrial 
construction front, Jaiprakash Associ- 
ates Ltd. (overall ranking 80") with net 
sales of Rs 6,030.91 cr and DLF Ltd. 
(overall ranking 125") with Rs 3,820.5 
cr are the leaders in the infrastructural 
construction and housing construction 
segments respectively. 


L&T: Sky is the limit 

“The biggest oil platforms, the heaviest 
reactors, the widest range of switchgear, 
the first open sea jetty, the highest via- 
duct ... at L&T getting into the record 
books could almost be described as part 
of the day’s work,” proclaims L&T on its 
company profile page on 
monsterindia.com. They can. For, India’s 
largest engineering and construction con- 
glomerate has time and again towered 
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INTERVIEW 


“The outlook for the Indian real estate industry is positive, since its fundamental demand 


drivers are still strong.” 


is the Indian real state sector in a better shape now compared to that a 


year ago? Your reasons? 


We recently conducted a survey in the months of September- 
October 2009 across the key real estate markets in the coun- 


try (NCR, Bengaluru, Hyderabad, Mumbai, 
Pune, and Kolkata), where we spoke with the 
senior management of some of the leading de- 
velopers and investors. Close to 80% of the 
respondents across all regions believe that 
the market is on an upswing. The sentiment in 
the real estate fraternity currently is highly 
optimistic, as opposed to that a year ago. 

The outlook for the Indian real estate in- 
dustry is positive, since its fundamental de- 
mand drivers—increasing urbanization, fa- 
vorable demographics, growth of the services 
sector, and stable and in some cases rising 
incomes (since the job market has stabi- 
lized)—are still strong. 

In addition, there is a large untapped mar- 
ket in India, with developers realizing that the 
demand lies at the bottom of the pyramid in 
the mid to low income segment. The tenth Five 
Year Plan estimates the housing shortage in 


India to be 24.71 million units, which translates to 26.53 mil- 
lion units in 2012. About 40% of this shortage is anticipated 
to be in the urban areas, and 99% of this is estimated to Бе in 
the EWS and LIG segment. With a number of developers and 
now even investors focusing their attention on the residential 
segment, the Indian real estate sector is on the road to recov- 


ery. 


How has the liquidity squeeze affected the sector, and what can be done 


by the real estate developers to generate more funds in the prevailing 


situation? 
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Teday, private equity funds prefer to invest money at the de 


velopment stage of a project or later; ear 
lier, a sizeable investment from private 
equity funds was channelized into lanc 
banking. In the present market scenario 
developers that have land banks are focus 
ing their energies on developing those (al 
most entirely in the residential segment) 
Land is a major cost component in all rea 
estate projects, and in such circum 
stances, this has already been accountec 
for. In residential projects, the liquidity 
comes from the customers investing in tht 
project. Thus, the liquidity squeeze is cur 
rently not being felt. 

Also, the restructuring of debt рау! 
most developers a lifeline. Those who d: 
not have land banks are focusing their en 
ergies on smaller projects which they hav 
the capacity to execute. In such project: 
investors are also more comfortable con 


sidering projects where the developer has invested som 
money and has a stake. Companies which were listed in th 
last three years have been selectively approaching capite 
markets to raise funds through the QIP (Qualified Institu 
tional Placement) route. There are many real estate compe 
nies that have IPOs (Initial Public Offerings) in the pipeline 


The focus of the private equity players has now shifted t 


over others in the construction arena with 
its top quality large-scale turnkey 
projects, strategic alliances, interna- 
tional presence, and brand image to 
emerge as an undisputed leader in its 
own right. L&T's record speaks for itself: 
from constructing India's first indigenous 
hydrocracker reactor to world's longest 
LPG pipeline to top-class oil and gas plat- 
form projects to a world-class football 
stadium in 260 days—L&T has been 
there and done it all. The list includes 
residential and commercial complexes, 
roads, ports, water supply projects, trade 
centers, IT parks, airports, flyovers, via- 
ducts, pipelines, and whatnot. 

L&T’s exceptional show this year 
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(sample this: Punj Lloyd Ltd., the sec- 
ond-ranked player in the industrial con- 
struction segment, has secured 71* 
overall ranking to L&T’s 12" in The 
Analyst 500) is due to a host of factors: 
impressive order inflows, successful en- 
try into the power segment, and ability 
to tap productive funding channels. 
Though the delay in clearance for some 
of its infrastructure projects resulted in 
slower order execution and a slowdown 
in revenue growth, L&T was quick to an- 
ticipate the slowdown last year and 
change its strategy to focus more on 
projects requiring public spending 
rather than on those reliant on private 
spending. This was reflected in the or- 


ders that the company received in 2008 
09, which accounted for 80% of th 
company’s projects, compared to 50% i 
2007-08. However, the company, as th 
September quarter inflows indicate, 1 
back to focusing on private projects a 
well, besides the government projects 
and its order book is close to Rs 89,00 
cr, that is, 2.2 times consolidated rev 
enue for FY09. What’s more, L&T’s re 
cent achievements—raising $600 m: 
(Rs 2,800 cr) in October 2009 through 
mix of foreign currency convertibl 
bonds ($200 mn) and qualified instit 
tional placement ($400 mn); bagging 
Rs 6,897-cr EPC (Engineering, Procure 
ment, and Construction) contract fror 
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projects in larger cities, subject to reasonable land valuations 

and a brand image backed by strong execution capability. 

Short gestation and smaller size projects are favored by pri- 

vate equity funds. 

What are the urgent regulatory reforms needed from the government to 

give a boost to the real estate industry at this juncture? 

® Land: The government needs to facilitate land reforms. 
Shortage of zoned land and the high land costs are prima- 
rily responsible for causing real estate bubbles. Comput- 
erization of land records is another area that needs imme- 
diate attention. This will ensure speedy title clearance 
and availability. 

e Rationalization of FSI in Our Cities: Our FSI (Floor 
Space Index) is rather low, compared to cities like New 
York, Singapore, and Hong Kong. The rationalization of 
FSI comes with meticulous town planning. 

e Single Window Clearance: Today, it can take anything 
between 1.5 to 2 years to get the 52 odd clearances that are 
required for a real estate project. Single window clearance 
is a must if we want to protect consumer interests and 
ensure that developers meet their deadlines within the 
cost structure they anticipate. 

e Implementation of a Cohesive Real-Estate Sector 


Policy: The Real Estate (Regulation of Development) Act 
is a commendable effort made by the government. The Act 
in its present state requires some further examination 
and debate to ensure that it factors in the specific sx 
of real estate business in India. An initiative of this na- 
ture will succeed, provided a real estate regulatory au- 
thority acts as a facilitator and not as another approval 
body, which can be yet another hurdle. 

The government needs to focus on investing and executing 
infrastructure development at city levels. We cannot have 
landmark buildings if we do not have the infrastructure to sup- 
port them. Avenues of funding have improved; however, con- 
sumers are more aware and demand quality and timely deliv- 


ery. 

How, in your opinion, will the property prices fare in 2010? 

The residential segment is likely to stay stable across most 
regions, with some markets likely to show a climb in the re- 
gion of 10-15%. The commercial and retail segments are 
likely to take anything between 6 months to 2 years to stabi- 
lize, largely due to the oversupply situation. Hospitality, as a 
segment, is directly driven by the economy and is likely to 
garner momentum once the GDP picks up in the next 6 to 12 
months. 


the Maharashtra State Power Genera- 
tion Co for three supercritical boiler tur- 
bine generator units of 660 MW each in 
November this year; and its consistent 
growth in profits (the company posted a 
26% rise in net profit at Rs 580 cr for the 
quarter ended September 30, against 
Rs 460 cr netted during the correspond- 
ing period last year)—are clear pointers 
that the engineering and construction 
behemoth is poised to scale greater 
heights in the coming years. Perhaps, as 
the company’s tag line claims, it is all 
about imagineering. 


Jaiprakash: Solid base 

Jaiprakash Associates Ltd., the flag- 
ship company of the Jaypee Group and a 
leader in construction of river valley and 
hydropower projects on turnkey basis 
for more than four decades, has secured 
the top position in the infrastructural 
construetion segment (overall ranking 
80") in The Analyst top 500 Indian com- 
panies for 2009. The company, which 
undertakes projects involving large 
quantities of both surface and under- 
ground rock excavation, controlled 
earth/rock fill, concrete manufacture 
end placement (including chilling), fab- 
rication and erection of penstock liners, 
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hydromechanical equipment procure- 
ment and erection, steel structures, ex- 
pressway construction, and real estate 
development, is into several infrastruc- 
ture businesses, including hotels, 
power, road construction, coal mining, 
besides producing cement and steel. 

The company won three EPC con- 
tracts out of the five awarded in the last 
two decades; executed 13 hydropower 
projects in Indiasand Bhutan to generate 
10,290 MW of power; and is involved in 
the execution of Sardar Sarovar Dam, 
the third largest in the world for volume 
of chilled concrete to be placed (nearly 7 
million cum). The other notable projects 
executed by the company include: Indira 
Sagar, a 1,000 MW power house, the sec- 
ond largest surface power house in the 
country; Nathpa Jhakri, a 1,500 MW 
power house, the largest underground 
power house in India; and Tehri Dam, the 
largest rock-fill dam in Asia involving 
placement of over 25 million cum of all 
types of fill material. 

Jaiprakash Associates' impressive 
lineup of projects and the cost-cutting 
measures adopted in recent times have 
resulted in a fourfold increase in its net 
profit of Rs 870 cr, from Rs 208 cr, for 
the quarter ended September 2009. 


While the net sales grew 60% to 
Rs 1,888 cr, the company’s half-yearly 
net profit stood at Rs 1,361 cr and the 
total income at Rs 4,029 cr, an increase 
of 62%. The company has also proposed 
to invest Rs 3,000 cr over the next four 
years to create new capacities and aug- 
ment the existing capacities of cement 
and cement products. In short, the 
company’s very strong contract execu- 
tion capacity and experience in execut- 
ing large and prestigious projects make 
it a formidable name in the 
infrastructural construction domain. 


DLF: Getting real 

DLF Ltd., the largest developer in the 
country by market capitalization, has 
obtained the top position in the hous- 
ing construction segment (overall 
ranking 125%) in The Analyst top 500 
Indian companies for 2009. In mid- 
2008, when the global economic slow- 
down was catching up with the Indian 
real estate sector, big developers like 
DLF, based on their September quar- 
ter results, were expected to stay out ol 
serious trouble. But that was not to be. 
as the sector came in for a rude jolt 
when demand and liquidity startec 
drying up in the subsequent months 
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One of the worst-hit during this phase, 
.DLF—with a 62% decline in sales and 
= drop in net profits in the Decem- 

er quarter of 2008—was quick to rec- 
ognize the slowdown in demand and 
switched over to mid-income housing 
from the premium segment to offset 
the fallout of the slowdown. However, 
DLF's good growth over the first three 
quarters of 2008 stood it in good stead. 
And the company, in a deft and swift 
move, took measures such as aggressive 
pricing vis-à-vis the local market prices 
(the weighted average price of its apart- 
ments sold in the December quarter 
was about 40% lower than its sale price 
a year ago), deferring all launches of 
luxury homes, launching plotted devel- 
opments in cities like Hyderabad and 
Pune to improve the working capital 
flow, and suspending activities in about 
35% of its 35 million sq ft of commercial 
space under construction (as corporates 
were putting on hold their expansion 
plans), to cut costs and free up capital. 
The company also kept in abeyance 
some of its capital-intensive hotel 
projects and denotified a SEZ (Special 
Economic Zone) and converted it into a 
residential project. 

In May 2009, the promoters of the 
company sold 9.946 of their stake in the 
company to institutional investors for 
Rs 3,860 cr to infuse liquidity into the 
cash-strapped DLF Assets Ltd. (DAL), a 
group company. The privately-held DAL 
buys commercial real estate from DLF 
at market price and then leases out the 
same. However, in recent times, the com- 
pany has shifted focus to the sale model 
rather than lease model, where such 
projects are typically sold to DAL. It is 
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expected that a major portion of the 
debtor dues from sales made to DAL 
may get monetized by March 2009 once 
DAL secures private equity funding, 
which it is focusing on. Measures such as 
these are expected to yield the expected 
results in the coming year. Also, DLF's 
attractive property offerings and aggres- 
sive pricing, coupled with declining inter- 
est rates, are expected to help the com- 
pany—an early player in the residential 
segment with a proven track record in de- 
veloping urban housing, commercial 
complexes, IT parks, malls, and cine 
multiplexes—recover the lost ground, so 
to speak, in the residential segment, 
where it has an estimated 14.4 million 
sq ft under construction. 


Hope is back 

Though the construction industry—the 
second largest contributor to the na- 
tional economy and the second largest 
employment generator in the country— 
is still dominated by small and regional 
builders, it is the major players such as 
Punj Lloyd Ltd. (71* in The Analyst 
500), IVRCL Infrastructures & Projects 
Ltd. (95%), Simplex Infrastructures Ltd. 
(106%), Nagarjuna Construction Co. 
Ltd. (117"), and Gammon India Ltd. 
(130%), besides the triumvirate, who 
are shaping the edifice of the industry in 
the country. 

After an uneasy 2008-09, when the 
real estate sector in India, as elsewhere, 
felt the heat of the global meltdown, in- 
dications are that the sector could well 
be on recovery mode by the end of this 
year—much ahead of the previously 
projected timelines—riding on a host of 
macroeconomic factors and sector-spe- 
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cific indicators. While many developed 
and developing economies have come 
out of the red, India and China are ex- 
pected to touch growth rates of 7-10% in 
the next year. Particularly, the GDP 
growth of Indian economy is expected to 
bounce back with renewed vigor in 2010. 
The available real estate trends on the 
commercial as well as residential 
fronts reek with optimism. On the com- 
mercial front, with Delhi and Mumbai 
having already entered the ‘rents bot- 
toming out’ quadrant and telecom and 
pharmaceutical companies securing 
space with an eye on expansion, the In- 
dian cities are seen as the harbinger of 
global real estate recovery. On the resi- 
dential front, the absorption rate of resi- 
dential units toned up in the second 
quarter of 2009, following the absorption 
in newly launched projects, which are a 
25-30% discount compared to average 
market prices. The new launches during 
this quarter almost doubled compared 
to those in 2008, with Delhi and 
Mumbai contributing the lion’s share of 
64% of total new launches in 2Q’09. 

With a host of public offerings and a 
slew of projects lined up and private eq- 
uity funds finding their way back into 
the market, things no longer look bleak 
for the construction industry. And, given 
the country’s size and strong popula- 
tion, which make it a lucrative market 
for residential, infrastructural and in- 
dustrial construction, there is only one 
way in which the construction industry 
can progress further: northwards.s 


— R Venkatesan lyengar 
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L. Entertainment 


The Show Goes On 





The shift in favor of a globally-reputed, subscription-led model and recent 
turnaround efforts are paying rich dividends to India's largest TV 
broadcasting company, ZEEL. 





The media and entertainment indus- 
try in India continues to witness a shift in 
structure, driven primarily by a growing 
consumer preference for digital television. 
The quick adoption of digital services 
across population strata is indicative of a 
quantum change that will transform the 
business of television broadcasting in 
India in the foreseeable future. 

- Subhash Chandra 
Chairman, ZEEL 


ndeniably, it was the bold vi- 

sion of Subhash Chandra, 

the man behind Zee TV, which 
gave birth to the satellite TV industry 
in India. He has been a constant source 
of inspiration for many aspiring entre- 
preneurs. It is his legendary business 
acumen, unparalleled foresight and 
unquenched spirit that have set him 
apart from his peers. He deserves all 
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the kudos for making Zee TV, India's first 
private pay TV that kick-started in 
1992, a huge success in a short span of 
time. He is a man with the Midas touch 
in whatever he aims to do. 

Subhash Chandra's Zee TV has 
many firsts to its credit. It is India's 
first Hindi general entertainment chan- 
nel; India's first listed media company; 
first to launch a Hindi cinema channel 
in India—Zee Cinema; first to launch a 
24-hour Hindi News Channel in India— 
Zee News; first to set up MSO opera- 
tions at a national level—Siticable; 
first to corporatize the Hindi film in- 
dustry—“Gadar”; and the list goes on. 
Unsurprisingly, on the performance 
front too, it has topped the charts of Me- 
dia and Entertainment (M&E) compa- 
nies in The Analyst's ranking of the top 
500 companies in India for FY2008-09, 
making it India's leading listed broad- 
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casting company in terms of revenue. 
ZEEL’s revenues surged by 14.94% to 
Rs 1,308.31 cr vis-a-vis the previous 
year. ZEEL is ranked 287^ with a mar- 
ket capitalization of Rs 6,737.51 cr, af- 
ter moving a few notches up from 301* 
in 2008, while its archrival Sun TV oc- 
cupied the 341* rank. Nevertheless, de- 
spite being the leading broadcasting 
company, ZEEL could not emerge un- 
scathed from the global economic slow- 
down. 


sailing through slowdown 
Interestingly, Indian television, the ma- 
jor segment of M&E sector, is the third 
largest television market in the world, 
next only to China and the US. In the 
past two decades, M&E sector in India 
has witnessed explosive growth, and 
the television industry itself has grown 
from a single state-owned television 
network (Doordarshan) in 1991 to over 
300 national, regional and local chan- 
nels being spread across the country to- 
day. The one-time rice trader-turned- 
media tycoon, Subhash Chandra, de- 
serves all the accolades for driving the 
growth of the satellite and cable indus- 
try in India. Before the launch of Zee TV, 
Indian viewers were under the firm grip 
of Doordarshan. Nevertheless, it was 
Subhash Chandra who was instrumen- 
tal in improving the prospects of the 
satellite TV industry in India and in- 
spired others to follow suit. With a 
reach of more than 167 countries and 
access to more than 500 million viewers 
globally, Zee TV has created a strong 
brand equity and has consistently been 
among the top three channels in the 
Hindi general entertainment space, the 
biggest and most lucrative genre. 
However, like any other industry, 
Indian M&E industry was badly hit by 
the global slowdown, and Zee is no ex- 
ception. ZEEL's advertising revenue, 
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INTERVIEW 


“Ме are focusing on developing new revenue streams from the digital subscribers in India as 
well as new markets in the international arena." 


According іс The Analyst500 rankings in terms of net sales, Zee Enter- 
tainment Enterprises Ltd. (ZEEL) topped the charts of the Indian Media & 
Entertainment (M&E) Industry in ҒҮ2008-09. What 
led to this sterling performance of ZEEL? 

ZEEL is a leading media and entertainment 
company of India. Our efforts have been to con- 
tinually focus om profitable growth at all 
times. During FY2009, we focused our ener- 
gies on improving our quality of programming 
while simultaneously controlling costs. This 
was reflected in our better performance with 
regard to viewership and lower costs. We also 
gave a big push to growing our subscription 
revenues. Revenues from the DTH segment 
grew handsomely during the year. Our effec- 





I am not sure whether I would call it a recession for our indus- 
try. Yes, there has been a slowdown during the last few quar- 
ters. But we have focused on controlling 
costs during the period and on ensuring 
that our market share continues to im- 
prove. In any slowdown, it is very important 
to keep a check on costs and maximizing 
revenue so that margins are protected. We 
have tried to do the same. 

How is ZEEL coping with the challenges like declin- 
ing ad revenues and escalating costs? What are 
the other challenges before the company? 

We did see a short period of declining adver- 
tising revenues, though we hope that from 
the second half of fiscal 2010, the trend 


tive advertising sales always helps monetize Punit Goenka should reverse. As far as costs are con- 
the gains in our market share, despite some СЕО, Zee Entertainment Enterprises cerned, we have made conscious efforts to 
weakness in the overall macro advertising Limited (ZEEL) control costs and improve efficiencies 


trends seen during the second half of FY2009. 

The M&E industry is witnessing a transiormation led by technological 
advancements and new delivery platforms. Given the huge potential and 
fierce competition, DTH market is widely expected to grow multifald. 
How is ZEEL gearing up to spur its market share in this arena? 
Digitization of Indian television homes is a great development 
for all content players. At present, digitization is being led by 
the DTH players. India already has around 16 million homes 
connected to DTH, and the market is expected to grow at the 
rate of approximately 8-9 million subscribers every year. As a 
leading content player in India, our efforts are focused on en- 
suring that we get a fair share of the pay revenue streams on 
digital platforms. During FY2009, ZEEL got Rs 1.18 bn from 
the DTH market. During FY2010, this is expected to grow by 
45%. Given the continued growth in DTH subscriber base, we 
are confident that our DTH revenue streams would continue to 
grow at a rapid pace. 

What is the impact of the recession on the company and industry 2 а 
whole? What are the strategies taken to come back into reckoning? 


across the board. Advertising revenue has 
seen a rise of 25% over the first quarter of FY2010, and we are 
hopeful that it will continue to grow in the future. We are focus- 
ing on developing new revenue streams from the digital sub- 
scribers in India as well as new markets in the international 
arena. 
According to reports, Indian М&Е industry is projected to outshine its 
global peers. How do you see this? 
India’s growth story is very good and the impact of that will be 
visible in the Indian M&E industry. India is the third largest 
television market in the world and still growing at a very fast 
clip. Advertising in India is a mere 0.4% of the GDP, whereas it 
has the potential to go up to 0.8%. Indian pay TV ARPU (aver- 
age revenue per user) at $4 per month is among the lowest in 
the world. Given these factors, Indian television market is 
definitely going to outshine its global peers both in terms о! 
growth and returns. India is far from being a mature M&E 
market and will continue to provide growth opportunities for 
the established media brands. 


similar to the others in the industry, 
has witnessed a considerable drop from 
its peak in the second quarter of the 
2008-09 fiscal. ZEEL's ad revenues dur- 
ing the first quarter of 2009-10 were Rs 
198 cr—that is almost 29% less com- 
pared to the corresponding quarter of 
the previous year. This is mainly due to 
the slowdown in the macroeconomy, 
coupled with the impact of two leading 
sports events (IPL and World T20), 
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which took awzy revenues from the en- 
tertainment channels. Commenting on 
the results, ZEEL Chairman Subhash 
Chandra said- *It has been a very 
unique year for us and for the industry. 
On the one hand, we witnessed a consid- 
erable slowdown in the advertising rev- 
enue growth trajectory, particularly 
during the seeond half of the fiscal, 
while on the other, we continued to 
record robust growth in subscription 


revenues. From a 30% plus growth in 
advertising revenues in the first half. 
we saw the growth fade away during the 
second half of fiscal 2009. Increased 
competition has also impacted industry 
margins during the second half of fisca 
2009. We at Zee are focused now, more 
than ever before, to improve efficiencies 
in every aspect of our business." How: 
ever, at the same time, its subscriptior 
revenues rose by 12% y-o-y, making 
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Rs 241 cr. Interestingly, during the 
quarter, ZEEL’s subscription revenues 
vertook its ad revenues. The rise in 
ubscriptions can be attributed to the 
growth in the DTH platform with an 
87.6% y-o-y rise. 

Apart from the dwindling ad rev- 
enues, ZEEL has also been facing chal- 
lenges, such as cost of competition from 
other channels in the market owing to 
higher selling and administration 
costs, and production and transmission 
costs. Zee ТУ, the flagship channel of 
ZEEL, finished a close third in June 
2009 with a market share of 20%, be- 
hind its competitors Colors (22%) and 
Star Plus (23%). However, according to 
KRC research, ZEEL is better placed 
than its peers to face the current eco- 
nomic challenges on the advertising 
front as well as to tap the new opportu- 
nities. 


Zeal (ZEEL) to excel 


Dwindling ad revenues owing to the re- 
cession came as a wake-up call for the 
M&E industry. Also, under-reporting of 
subscribers by cable operators has been 
hurting broadcasters, whereas DTH 
has no such constraints, thus helping to 
generate a larger share of revenue from 
subscription. With the penetration of 
DTH and the digitization mandated by 
the telecom regulator, this segment is 
also poised to evolve as a key revenue 
driver. Ram Patnaik, Analyst, Religare 
Capital Markets, avers: “Unless the 
revenue model is skewed in favor of sub- 
scription, the industry will be in 
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trouble, as advertising revenues tend to 
be cyclical. On the other hand, subscrip- 
tion revenues are relatively stable.” 

Though globally most of the broad- 
casters follow a subscription-led rev- 
enue model, India may take some more 
time to make a paradigm shift to that 
model. Nevertheless, ZEEL enjoys first 
mover advantage, as it has made rapid 
strides in this direction. ZEEL has seen 
its subscription revenues from domes- 
tic DTH scale up by 88% in the first 
quarter, even at a time when its adver- 
tising revenues fell by 29%. “We focused 
on improving operating efficiencies 
across businesses and across functions. 
We made significant reductions across 
cost heads, without sacrificing quality. 
Our choice to strengthen subscription- 
based service has proved correct and 
timely, and DTH revenue streams have 
performed better,” says Punit Goenka, 
Chief Executive Officer, ZEEL. Usually, 
apart from advertising, Zee Entertain- 
ment currently garners around 45% of 
its revenues from subscription. Over the 
next three years, the company expects 
to boost this share to 70%. 

As rising competition made a dent in 
the industry margins this year, Zee 
plans to focus on improving its efficiency 
to tackle the gloomy economic scenario. 
Over the past year, the company has also 
reined in its biggest cost component in- 
curred in programming and operating. 
Zee has managed to keep its content cost 
lower through a judicious mix of pro- 
gramming. Importantly, it has managed 
to bring down the costs on new programs. 





Zee is also focusing on trimming costs, 
including selling and distribution ex- 
penses which rose sharply last year. The 
ZeeNext channel, which was posting 
huge losses, is also in ‘suspension mode’. 
Thus, the operational efficiency, which 
has been brought about by focusing on 
cost control, stricter performance evalu- 
ation of staff and many other measures, 
has directly affected the bottom line of 
the company. 

Indeed, ZEEL delivered an encour- 
aging set of numbers for Q2 FY10 with 
the company’s top line and bottom line 
exceeding the expectations of the ana- 
lysts. Backed by the growing subscrip- 
tion revenues, coupled with a 15% de- 
cline in operating costs, ZEEL has 
clocked a 12% increase in net profit to 
Rs 110.9 cr for the second quarter of the 
current financial year vis-a-vis the cor- 
responding period last year. Besides 
this, ZEEL's proposed acquisition of the 
regional entertainment business (R- 
GEC) of Zee News Ltd. (ZNL) will also 
bestow on it an opportunity to take re- 
gional channels to the international 
market and thereby boost its revenue 
sources. Though the acquisition will di- 
lute 11.696 of ZEEL, addition of new 
channels to its bouquet will more than 
compensate this over the next few 
years. All these positive signs are 
poised to boost the growth prospects of 
ZEEL in the years to соте. в 
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Led by strong underlying growth drivers, the domestic pharmaceutical 
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market is going through а revolution. By consistently focusing on 
reducing costs and moving up the value chain, industry major is 
responding to the new scenario and is well-positioned to garner huge 


domestic market. 





he Rs 65,000 cr Indian phar- 

maceutical industry has 

emerged as a key destination for 
global pharmaceutical players, sup- 
ported by a wide range of capabilities in 
reverse engineering, availability of 
skilled scientific and engineering per- 
sonnel, and the capability to produce raw 
materials for a variety of drugs from the 
basic stage. Being the largest industry 
amongst the developing nations, it has 
made phenomenal progress in the past 
decade and grown consistently at 9.5% 
CAGR in the last five years. India is the 
world's fourth largest producer of phar- 
maceuticals by volume, accounting for 
around 8% of global production, and in 
value terms, production accounts for 
1.8% of the world total. It also enjoys sig- 
nificant cost arbitrage in the conduct of 
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clinical trials compared to its western 
counterparts. Domestic companies con- 
duct these trials at less than one-tenth 
of the US costs. A multinational com- 
pany moving its R&D to India could save 
as much as 30-50%. In the recent past, 
the industry has made phenomenal 
progress by adopting a process-patent 
route instead of a product-patent route. 
Domestic players centinue to move to the 
center stage of global market, driven by 
top-notch biotech and drug synthesis 
skills, vertically integrated manufactur- 
ing assets, significant cost advantage 
and differentiated business models. 
Reports indicate that the domestic 
pharma market kas enormous poten- 
tial for growth against growing middle 
class and disposabie income, increasing 
access to medicines, more investment 


in healthcare infrastructure and inci- 
dence of chronic diseases in the recent 
past. Amidst changing lifestyles, the 
pattern of drug consumption in India is 
changing. With increasing awareness ol 
the preventive aspects of health and re- 
lated campaigns by the government, the 
consumption of vaccines has increased. 
Besides, the availability of information 
about new therapies is also resulting in 
increased consumption of the drugs 
Moreover, corporatization of hospital: 
and growing life expectancy are also in: 
dicators of higher consumption of drugs 
On the export front, Contract Researct 
and Manufacturing Services (CRAMS 
have turned out to be the biggest oppor: 
tunity for the domestic players, and al. 
ready they have proved themselves ir 
manufacturing of generic drugs. In 
creasing pressure on global pharmaceu 
tical companies to evolve a cost-effec 
tive business model has resulted in the 
need for outsourcing their operations ( 
low-cost destinations like India. 


A growing market 

India has made tremendous progress ir 
pharma infrastructure in terms of tech 
nology base and manufacturing a wid: 
range of products. The pharmaceutica 
market is expected to grow more thai 
double its size in the next five year 
driven by a huge patient base, growin; 
affluent population, improvin; 
healthcare infrastructure and stron; 
penetration of health insurance. It i 
expected to triple to $20 bn by 201: 
from the current $8 bn and move int 
the world's top 10 markets. Along witl 
the growing market, the allied service 
to the industry are also growing at 219 
annually against 7.596 globally. Amids 
India's proven track record of managin; 
IT/ITeS and growing domain expertise 
it has emerged as the hub fo 
outsourcing services allied to the phar 
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“Like any industry, the next phase of growth in the pharmaceutical industry will be marked 


by consolidation.” 


Do you think that the advent of pharmaceutical product patent regime 
has changed the ground rules for Indian pharmaceutical companies? 
Indian pharma companies have adjusted very well to the 
product patent regime. Indian companies adopted various 
strategies to deal with the new IP regime, 
notably investing in R&D to develop NCEs, 
strategic alliances with other global compa- 
nies, and getting into contract manufactur- 
ing opportunities. Today, intellectual prop- 
erty in India is protected and adequate safe- 
guards are in place. 

Following the advent of the patent re- 
gime, many Indian pharma companies 
started focusing on drug discovery and de- 
velopment of new chemical entities. With 
this end in view and in order to achieve sus- 
tainable long-term growth, they have in- 
vested in R&D and increased their R&D 
spend. 

Do you subscribe to the notion that the domestic 
players feel their competitive advantage under 
threat from other low-cost countries, particularly China? 
India and China have their own set of competencies and ar- 
eas where they have distinct advantages over each other. 
China continues to have an advantage in large volume, low 
value intermediates and basic generics. India, on the other 
hand, has evolved into more value-added products and has 
also established itself as a leading player in generics manu- 
facturing as well as CRAMS. India has the largest number 
of FDA approved plants outside the US, which is a distinct 
advantage and is increasingly preferred by global companies 
for contract manufacturing of formulations, etc. 
Do you think that the stage is set for the next phase of growth accom- 
panied by consolidation? 
Like any industry, the next phase of growth in the pharma- 
ceutical industry will be marked by consolidation. In addi- 
tion to domestic M&As, the wave of inbound and outbound 
acquisitions are also expected to continue. 
What are reasons behind domestic players’ coming under the take- 
over lens by MNCs? 
With growth expected to taper off in the US and other 4еуе]- 
oped countries, emerging economies like India are expected 
to drive future growth. The Indian pharma market (consist- 
ing of domestic formulation consumption, formulation ex- 
ports and bulk drug exports) was estimated at $17 bn in 
FY2008. The domestic formulation business, which com- 
‚ prised of $8 bn in FY2008, is estimated to grow at over 12% 
annually to reach $14 bn by FY2013. 

India has established itself as a leading player in gener- 

ics manufacturing as well as CRAMS. This is of interest to 
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MNCs who are currently facing a relatively low pipeline of 
new innovator drugs. Increased pressure from governments 
in several developed countries to reduce healthcare costs has 
also forced large pharma companies to look at enhancing 
their generics portfolio. 

These have resulted in leading MNC 
pharma companies actively looking at ac- 
quisitions of Indian pharma companies 
for: (a) increasing their product portfolio in 
generics; and (b) to take advantage of the 
huge domestic opportunity. 

Do you think that Indian Government's recent de- 
cision to place antibiotics and over 300 ‘funda- 
mental’ pharma products under price control will 
hobble innovation in the industry? 

India will continue to need affordable 
medicines, particularly for acute ailments. 
These are typically served by generic medi- 
cines which are easily affordable, and in 
certain cases, their prices are regulated by 
the government. While we can expect pat- 
ented medicines to be launched in India, particularly due to 
the growing confidence in Indian IPR laws, affordable generic 
medicines will continue to comprise a very significant sec- 
tion of the market. 

Healthcare and pharmaceuticals will continue to be of 
strategic interest for the country. Developments in these sec- 
tors impact the common man and government healthcare 
budgets. Therefore, the pharmaceutical industry has been 
subject to several government interventions in the past and 
will continue to face it in the future. 

While the decision to increase products under price con- 

trol will have a dampening effect on the industry in the short- 
term, innovation will continue to be the mainstay for sus- 
tainable growth. While this may apparently limit the appe- 
tite to invest in R&D, the industry will look for innovative 
business models and therapeutic segments to fuel growth. 
In today's challenging economic environment, how do you see the 
outlook for the Indian pharmaceutical sector? 
Pharma industry has been relatively unaffected in the recent 
challenging economic environment. The Indian pharma mar- 
ket (consisting of domestic formulation consumption, formu- 
lation exports and bulk drug exports) was estimated at $17 
bn in FY2008. The domestic formulation business, which 
comprised $8 bn in FY2008, is estimated to grow at over 12% 
annually to reach $14 bn by FY2013. The key growth drivers 
for India are increasing per capita income, growing insurance 
penetration, better health awareness, higher government 
expenditure, adherence to IPR norms and shifts in disease 
profiles. 


| December 2009 |105 








Is India likely to be 
the world by 2020? 


Yes, India is expected to be among the top 10 pharmaceuti- 
cal markets in the world by 2020. As I mentioned above, the 
key growth drivers for India are increasing per capita in- 
come, growing insurance penetration, better health aware- 
ness, higher government expenditure, adherence to IPR 


norms and shifts in disease profiles. 
Any other comment? 


Just as MNCs have been targeting Indian companies, so 
also outbound acquisitions by Indian pharma companies 
have been on the rise. An increasing number of global acqui- 
sitions have been made in the recent past by Indian compa- 
nies for strategic objectives like market entry, technological 


maceutical industry. Currently, the top 
10 global pharma companies are carry- 
ing out one or more allied services in 
India, either by setting up captive cen- 
ters or through tie-ups with Clinical Re- 
search Organizations and IT/ITeS com- 
panies. According to an FICCI-Ernst & 
Yourg report, high-value drugs from 
MNC players operating in India could 
produce up to $8 bn in sales by 2015 in 
the domestic pharmaceutical market. 
The report further adds, “MNCs are in- 
creasingly restructuring their operations 
with global parents increasing their eq- 
uity stakes in their Indian affiliates.” 
India boasts of having the largest 
number of USFDA approved manufac- 
turing facilities outside the US, and the 
number is rising every year, as domestic 
players keep on adding facilities outside 
the US. The top 10 Indian companies 
earn more than 50% of their annual turn- 
over from exports to over 100 countries, 
They are enriching their skills beyond 








in the league of top 19 pharmaceutical markets in 





or manufacturing expertise and distribution facilities. - 
global market continues to offer these opportunities for 
mestic companies looking to expand their international p 
ence. Strategic tie-ups with global companies offer seve 
opportunities for Indian companies to create *win-win' sit 
tions, particularly in R&D and distribution. 

The pharma industry has been relatively less affected by 


global meltdown. Though companies may be more cautious 


tinue to be strong. 


developing generic drugs, with emphasis 
on undertaking original research. In 
2008, they filed around 20% of the Ab- 
breviated New Drug Applications 
(ANDA) submitted to the FDA. India is 
emerging as a leading contract manufac- 
turing research destination. Recently, 
domestic pharma companies have em- 
barked on licensing agreements with glo- 
bal pharma majors for New Chemical 
Entities (NCEs), New Drug Delivery 
Systems (NDDS) and even marketing 
alliances to market their products in do- 
mestic markets. Global pharma firms 
have been using Indian players as a 
sourcing base for years, but they now see 
each other as business partners. 
Ramesh Adige, President, Ranbaxy 
Laboratories, reveals, “Large innovator 
companies and Indian generic compa- 
nies are coming together in a hybrid 
business model that draws synergies 
and leverages strengths from both ends 
of the value spectrum.” 





India — Among the top 5 global markets by 2015 
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their valuations, outbound acquisitions are expected to contin 

The current economic crisis can be considered a bless 
in disguise for companies scouting for acquisition targe 
Company valuations across all sectors have fallen, thou 
the fundamentals in some sectors like pharmaceuticals с 


Global destination for generics 
Being a leading producer of high qu: 
ity, low-cost generic drugs, India is ехр 
diently placed to play a key in the glob 
generic market. It is already enjoying 
significant share in the $80 bn mark 
and is expected to take it to 50% 1 
2010. So, the reason behind Indian con 
panies’ coming under the buyout lens 
not hard to find. Acquiring a domest 
drug company with proven manufactui 
ing skills can bring in cost-effective g« 
neric development methods. Chri 
Viehbacher, the CEO of Sanofi-Aventi: 
announced, soon after acquirin, 
Hyderabad-based Shantha Biotech fo: 
$770 mn, "There will be more shoppin; 
on the horizon. The objective is to builc 
the company's vaccine, biotechnology 
and non-prescription-medicine busi- 
nesses, as well as expand in emerging 
markets.” The American drug giant 
Pfizer also indicated its intention to 
pick up equity stakes in a host of Indian 
companies, including Mankind 
Pharma, Intas Pharma, Zydus Cadila 
or the biotech business of Wockhardt. 
The list goes on. It is no wonder that the 
global drug giants are leaving no stone 
unturned in order to grab a share of the 
fast-growing generics business. Ranjit 
Shahani, President, Organization of 
Pharmaceutical Producers of India 
(OPPI), endorses the global pharmaceu- 
tical majors’ move to grow in India. He 
emphasizes that “markets in the devel- 
oped world are growing at low single 
digit; developing countries like India . 
are expected to grow at double digits. 
With its growing middle class, India 
represents an opportunity for geo- 
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Indian Pharmaceutical Industry: Prescription for Growth 


The indian pharmaceutical sector is position-ing 
itself to be among the top five centers of global 
innovation, as the Department of Pharmaceuti- 
cals (DoP), Government of India, outlines the 
road map for the sector up to the year 2020 (Vi- 
sion 2020). It foresees investments of about $2 
bn annually under the public-private partnership 
mocel. 

The initiative will open avenues of growth for 
global pharmaceutical companies and fuel the 
next wave of Mergers and Acquisitions (M&As) 
in a market where consumer spending en 
healthcare increased to 7% in 2007 from 4% of 
the Gross Domestic Product (GDP) in 1995 and 
is expected to rise to 13% of GDP by 2015. 


Thrust on R&D 

Expansion by global pharmaceutical companies 
into emerging markets like India becomes im- 
perative as more than $100 bn worth of patented 
drugs will go off-patent in the next few years. This 
will further hit the already sagging fortunes of 
global pharma companies which are trying to 
augment their revenues by acquiring or aligning 
with companies in the generics business. The 
acquisition of India’s largest drugmaker Ranbaxy 
Laboratories Limited by Daiichi Sankyo Company 
Limited, one of the largest pharmaceutical com- 
panies in Japan, last year, is an apt example in this 
context. 

Such partnerships and acquisitions will re- 
sult in drug co-development initiatives, buying ог 
licensing out innovative molecules which can 
further be developed into finished drugs. Smaller 
Indian firms are set to sign multiple deals with 
MNCs for molecules as well as technology out- 
licensing. Moreover, in a bid to boost R&D in the 
pharmaceutical sector, ће government will pro- 
vide $422.96 mn for establishing six National In- 
stitutes of Pharmaceutical Education and Re- 
search over the next five years. 


Ripe for consolidation 

The Indian pharmaceutical industry has the twin 
benefit of strong domestic consumption growth 
on the one hand and robust export opportunities 
on the other. At the same time, the intense com- 
petition in a highly fragmented market is posing а 
great challenge too. The stage is set for the next 
phase of growth accompanied by consolidation. 
This stage will see traction owing to the global 
meltdown of equity markets that has brought 
valuations at very attractive levels. India’s regula- 
torymechanism also has been evolving such that 
making the sector globally competitive and the 
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country an investment destination. TRIPS set 
down minimum standards for many forms of in- 
tellectual property protection that its member 
countries must provide. Notably the new amend- 
ments allow for product patent protection for 
pharmaceuticals. 

The new patent regime has led many multi- 
national pharmaceutical companies to look at 
India as an attractive destination not only for R&D 
but also for contract manufacturing, conduct of 
Clinical trials, generic drug research and co-mar- 
keting alliances. A total ef 35,218 patent applica- 
tions were filed, 6,040 from domestic and 
29,178 from foreign applicants in the last fiscal. 

With the increasing need for capital for sus- 
taining the growth momentum or even sustaining 
in the business due to the highly competitive en- 
vironment and limitations on the ability to intro- 
duce new drugs due to the new patent regime, a 
number of Indian pharmaceutical companies will 
find it difficult to pursue the growth path on their 
own. Such companies will be ideal candidates to 
join hands with strong multinational companies. 
The foreign pharma companies already operating 
in the Indian market are also trying to increase 
their stakes in the domestic subsidiaries, which 
indicates the growing importance of this market 
for them. Earlier this year, Swiss firm Novartis In- 
ternational AG and Pittsburgh-headquartered 
Mylan Inc. announced plans to significantly hike 
equity stakes in their Indian subsidiaries. The lead- 
ing multinational pharmaceutical companies are 
increasing their focus on emerging markets such 
as India and China in their growth plans. 


Exports: Key growth driver 

Pharmaceutical industry in India is Showing good 
resilience in the current phase of slewdown both 
in the domestic and export markets. Exports 





have become an important growth driver for this 
industry in recent years with more than 5096 of 
the revenues coming from overseas markets, par- 
ticularly the US and Europe. The global recession 
has impacted India's drug exports only margin- 
ally, which is estimated to reach $8.25 bn in the 
financial year 2008-09 against the earlier esti- 
mates of $8.97 bn, according to the Pharmaceu- 
tical Export Council of India—an organization set 
up by the Government of India. 

Exponential growth for Indian pharma ex- 
porters is expected, as many of the vital drugs are 
going off-patent. It is estimated that over the next 
five years, the global pharmaceutical companies 
are set to lose about $100 bn in sales due to 
blockbuster drugs going off-patent. Indian com- 
panies are well-poised to take advantage of this 
situation, owing to the competitive advantage in 
generic drugs business. Basic production cost of 
drugs in India is up to 5096 lower compared with 
the established markets such as the US, and the 
costs of US Food and Drug Administration (FDA 
or USFDA) approved plants in India are 30-5096 
lower. 

Indian companies are continuously increas- 
ing their presence in the US, a $440 bn market 
that constitutes around 47% of the global phar- 
maceutical market. In February 2009 alone, the 
Indian companies (along with their subsidiaries), 
large and mid-sized, together have secured ap- 
provals for 15 Abbreviated New Drug Applica- 
tions (ANDAs). 


Strong domestic growth 

The growth in the drug sales in India to retail 
consumers dropped to 9.8% to $6.98 bn (Rs 
34,000 cr) in the calendar year 2008 from 13.4% 
registered in 2007, according to estimates. This is 
due to a dip in the second half of 2008. Addition- 
ally, drug sales through hospitals are estimated at 
about $1.4 bn (Rs 7,000 cr) per annum, taking 
the total domestic sales to more than $8 bn. As a 
mark of recovery from the downturn, the domes- 
tic market is expected to register a growth of 12- 
13% in 2009. The impact of macroeconomic 
factors is much less on the Indian companies 
compared to the global peers. The country’s do- 
mestic market is expected to continue to grow, 
averaging more than 10% to touch the $30 bn 
mark by 2020. 

In the long-term, the domestic consumption 
of drugs is bound to increase as the necessity of 
drugs will increase with time, and they will be- 
come more affordable for a larger population. The 
necessity will increase with the rising population 
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and lifestyle disorders, making people more vul- 
_ пегаЫе to ailments such as cardiovascular dis- 
eases and diabetes. Secondly, medicines will be- 
come more affordable to a larger number of 
people, as the size of India’s 300 million middle 
class is rapidly increasing and the income levels 
are also going up. 


Active sector for M&As and private equity 
deals 
Pharmaceutical, Healthcare and Biotechnol- 


graphic expansion and a fertile ground 
for big pharmaceutical companies." 

By consistently focusing on reducing 
costs and moving up the value chain, 
domestic majors are responding to the 
new scenario and are well-positioned to 
garner huge domestic market. India's 
top players like Ranbaxy, Sun Pharma, 
Cipla and Wockhardt are a few of the 
many Indian players who have emerged 
as top suppliers of cheap generics to the 
world. Leading Indian players are striv- 
ing to compfte in the global market for 
generic and original products. They 
have realized the importance of original 
drug discovery, and firms like Ranbaxy 
and Dr Reddy's have concentrated 
heavily on this since the early 1990s. 

While many MNCs eye Indian 
pharma market, domestic players have 
started acquiring small global players 
with strong marketing skills in the 
product patent regime. For instance, in 
2007, they acquired around nine global 
pharmaceutical companies, and the 
same increased to 21 in 2008 for strate- 
gic objectives like market entry, tech- 
nology and manufacturing expertise 
and distribution facilities. With the 
growing interest in generic portfolio of 
the domestic companies, MNC majors 
are looking at acquisition opportuni- 
ties, which in turn may provide finan- 
cial opportunities for Indian players 
looking for cash out. 


. Challenges remain 

Despite the industry's commendable 
achievements, India contributed a mea- 
ger 1.8% of the global pharmaceutical 
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ogy were some of the busiest sectors on the 
deal street of India in 2008. It was second in 
terms of total value with $5.57 bn, marginally 
below the telecommunication sector, which 
had total transactions worth $5.78 bn. In 
terms of volume, the pharma sector had 57 
deals, second to 102 deals in Information 
Technology and IT-enabled Services sector. 
The $4.60 bn acquisition of Ranbaxy Labora- 
tory, India's largest drugmaker, by Japanese 
firm Daiichi Sankyo Co., Ltd. was on top of 


market sales of about $735 bn in 2008. 
The R&D expenditure of Indian pharma 
companies is $0.5 bn, which is consider- 
ably lower than the global standards. 
Strong pricing competition among local 
players leads to low margins, which in 
turn result in limited capital to R&D. 
Moreover, the change in patent regime is 
also said to alter the industry dynamics. 
On the one hand, patents on blockbuster 


the table of India's largest deals in 2008. Out 
of the total 57 M&A deals in the sector, 17 
deals were domestic. 


pharma sector in 2008 with a total of 22 PE deals 
worth $337.41 mn. The average PE deal size for the 
sector in 2008 was estimated at $15.34 mn, 2096 


on top of the PE deals chart of 2008 for the sector. 


drugs are expiring, and on the other, 
there are insufficient drugs in the pipe- 
line adding further pressures on the 
margins. Even before the current global 
slowdown, global pharmaceutical play- 
ers were under pressure amidst drying 
new drug discovery pipeline and patent 
expiry of top-selling drugs over the next 
few years. These trends have far-reach- 
ing implications for Indian players from 


Global Pharma – Eye India 


Company Plan for India 


Eisai Co | 


Supplies drugs to markets in the Asian, African and the Russian region. 





Ethypharm 


_ Aims to set up the largest NDDS** R&D center outside France. 





* Active Pharmaceutical Ingredient 
** New Drug Development System 






SWOT Analysis 


Opportunities _ 

e Aging of the world population 
e Spreading use of Generics Drugs 
e Cost advantage 

e Large number of patent expiry 
e Opening of new markets 
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e Non-availability of major intermediaries 
. for bulk drugs 


_ e Low key R&D 
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IPI: Towards a Sustainable Business Model f 


The Indian Pharmaceutical Industry (ІРІ) has 
come along way and continues to strengthen its 
foothold in the global market. The $18.7 bn in- 
dustry has evolved appreciably over the years 
driven by the evolving regulatory regime in the 
country. 

While, on the one hand, the recognition of 
Product Patents boosted the confidence of mul- 
tinational pharma companies to invest in the do- 
mestic market, on the other hand, Indian compa- 
nies realized the need to pursue new drug discov- 
ery and development as an integral strategy to 
build a long-term sustainable business model. 
All set for consolidation 
The Indian formulations industry is highly frag- 
mented with 300-400 units in the organized sec- 
tor and ~15,000 units in the unorganized (small 
scale) sector. The top 10 players control only 
~36% of the total formulations sales. This, 
coupled with the intense competition in the in- 
dustry and robust domestic and export growth 
opportunities, presents a strong case for consoli- 
dation within the industry. 

Going forward, we can expect a high level of 
domestic, outbound 25 well as inbound M&A 
activity in this space. Both nationally and interna- 
tionally, we have witnessed several successful 
growth stories through the inorganic route. 
Indian companies have managed to rapidly gain a 
foothold and further scale up their presence in 
some of the leading foreign markets by acquiring 
well-established local players. Growth through 
acquisition has thus become an important strat- 
egy for not only the larger Indian companies, but 
also the smaller and mid-sized ones. 

It is interesting to observe that as Indian 
companies continue to expand aggressively and 
scout for good buys both in the domestic and 
foreign markets, they themselves are also increas- 
ingly coming under the takeover lens of global 
pharma majors. Strong product portfolios, wide 
geographic footprint in domestic and foreign 
markets, opportunity to leverage on the generics 
opportunity and the twin advantages of low-cost 
and high quality make Indian pharma players, 
particularly the large-sized ones, a natura! target 
for acquisitions. | 

The acquisition of Ranbaxy Laboratories by 
Daiichi Sankyo has set the momentum for this 
trend, and the industry is likely to see more such 
deals in the future. At the same time, realizing the 
growth potential of the domestic market, pharma 
MNCs which are operating in India, such as Pfizer 
and Novartis, have either already increased their 
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stakes in the domestic subsidiaries or are plan- 
ning to do so. 

India versus China —A close fight to secure 
the No. 1 spot 

From a time when India could barely meet its own 
requirements, it has now maturec into a sought- 
after pharma exporter. Moreover, both India and 
China have emerged asdeading outsourcing des- 
tinations for the world, and there is a close fight 
between the two countries for dominating the 
global attention in the pharma space. 

The global pharma market is witnessing new 
heights in outsourcing activities. This has been 
led by the concerns of the Big Pharma regarding 
a large number of blockbuster drugs scheduled 
to go off-patent in the next few years, the ever- 
increasing R&D costs and low R&D productivity. 
The need for aggressive cost-cutting measures 
amidst the global econemic turmoil has further 
spurred Big Pharma to seek recourse in 
outsourcing their research and manufacturing 
activities to lower-cost countries such as India 
and China. Consequently, Contract Research 
and Manufacturing Services (CRAMS) has re- 
cently established itself as a viable business 
model in these countries. 

While the cost of pharma manufacturing in 
China is typically lower by 10-1596 than that in 
India, India's credentials in terms of quality have 
till now kept it ahead of China in the contract 
manufacturing space. India has the largest num- 
ber of FDA approved plants outside the US (now 
estimated at over 100), almost three times the 
number in China. India also stands in the forefront 
in terms of DMF filings (~45% market share) and 


ANDA approvals (~27% market share). While 
India filed 1,614 DMFs between 2000 and 2008 
(September), China filed 477. Although India is 
stronger in the formulations market and in the 
manufacture of generic drugs, China is one of its 
biggest competitor in the export of bulk drugs. 

Looking at the research front, although Chi- 
nese players are known to have better capabilities 
in preclinical research than Indian players, India 
has better competencies than China in clinical 
research. This is backed by India's lead in terms 
of patient recruitment rates, facilities and investi- 
gator pool, industry trial experience and regulatory 
support. 

Well-poised for growth 

Despite the headwinds due to the global eco- 
nomic turmoil, Indian pharma Industry was not 
affected to the same degree as other industries. 
Moreover, the growth of this industry has out- 
paced that in developed pharma markets and the 
global industry as a whole. This is a reiteration that 
the industry has its fundamentais in place with a 
strong value proposition to become a global 
pharmaceutical hub, as each of it: business seg- 
ments offer a promising opportunity. 

Indian generic players will МГН from the 
huge global generics opportunity, with drugs 
worth $137 bn expected to go off-patent in the 
US and Europe over the next five years, and in- 
creasing focus of governments world over to- 
wards genericization. Moreover, India currently 
accounts only for around 3% of the global 
CRAMS market. Having demonstrated strong 
credentials in this space, there is tremendous 
scope for India to garner a higher share in the 
global outsourcing market. There are positive sig- 
nals on the domestic consumption growth front 
as well due to the steadily improving underlying 
socio-economic factors. Further, India’s efforts 
towards innovation-driven R&D will likely bear 
fruits over the medium to long run. 

Of course, there are some roadblocks that 
need to be addressed, like unclear scope of pat- 
entability, introduction of data exclusivity, pricing 
of drugs in domestic markets, issues relating to 
availability of adequate human resources for new 
drug discovery and development, etc. However, 
once these issues are dealt with, there is nothing 
that can stop the Indian pharmaceutical indus- 
try—currently ranked world’s 13" largest (in 
terms of value)—from being placed in the league 
of top 10 pharmaceutical markets across the 
globe. 
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| Cipla Ltd. — The Pharma Leader 





 оыылаға Cipla emerged as the 
market leader in the domestic retail mar- 
ket with a market share of 5.31% by over- 
taking Ranbaxy in September 2009. It 
has one of the strongest pipelines of gener- 
ics among Indian companies and is the 
largest manufacturer and marketer of 
bulk drugs and formulations. The 
company’s solid respiratory therapeutics 
and anti-infective products and a signifi- 
cant share of the cardiovascular and gas- 
troenterology drug have won it the market 
leader position. To its credit, it has part- 
nership with nine companies in 125 
projects and over 100 DMFs registered in 
the US. In the EU, it got 85 products and 
5,000+ approvals for formulations in 
South and Central America, Africa and 
the Middle East. Cipla has been in the 
forefront of supplying anti-retroviral or 
AIDS drugs in the African market. Be- 
sides, it is also expanding its footprint to 
new geographical areas that are below the 
radar for many of its competitors. To grow 
market in these countries, Cipla adopts а 
strategy where it has partners in foreign 
markets to market its products. Though 
this model limits aggressive profit expan- 
sion, it involves a lower risk, since expenses 
on marketing and allied costs are lower. 
$ The company's strategy appears to have 
changed from being volume-driven to being 
more profit-conscious, which is expected to 
be beneficial in the long run conversely. 


generic to contract manufacturers. 

The post-patent regime has pushed 
the industry to focus on research, which 
is a good sign for India. However, it 
^ would not allow the launch of ‘me-too’ or 

‘copycat’ products in the market. Ana- 
lysts say that dithering research focus 
and priorities is the key challenge. 
Since R&D is a long-term activity, it re- 
quires lots of patience and calls for dif- 
ferent attitude, as the failure rate is 
also very high. Indian firms are yet to 
mingle this approach as it may take 
years to get a good lead. Even the regu- 
latory environment is also another key 
challenge, as increasing due diligence 
and compliance with standards lead to 
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During the fiscal 2009, cost 
optimization and better 
product mix have helped reg- ! 

The company’s turnover 
recorded a 22% growth and 
crossed the Rs 5,000 cr mile- 
stone. During the period, ex- 
ports grew by 30%, while do- 
mestic sales grew by 15%. 
One of the distinguished 
achievements was that the 
technical fees recorded Rs 218 cr, making 
a significant 42% growth over the past 
year. The company’s oseltamivir 75 mg 
capsule, marketed as ‘Antiflu’, has been 
included in the World Health Organiza- 
tion (WHO) list of Pre-qualified Medici- 
nal Products and paves the way for its 
possible purchase by governments across 
the globe. To sustain the growth tempo in 
exports, the company is planning to in- 
crease the proportion of high value prod- 
ucts, like inhalers, to regulated markets. 
In the recent past, it has launched asthma 
inhalers in Germany, Spain and Portugal 
and is looking to gain a foothold in the 
CFC-free inhaler market. Recently, Cipla 
roped in a couple of partners in the US and 
EU and plans to supply over 100 products 
to overseas markets in the next few years. 

During the year, Cipla introduced 
many new drugs and formulations. In 
terms of retail sales, Cipla stood at 87% 


cost overrunning and delay in new prod- 
uct launches. Beyond these things, 
problems related to frequent power cuts 
and lack of proper transport are also 
acting as another drawback to the 
growth of the industry. 


Outlook 


Though the present environment is chal- 
lenging, it is also promising several new 
opportunities, both at the domestic as 
well as the global level. But they need to 
overcome these challenges in order to 
achieve sustainable growth in the future. 
Jeffry Jacob of Tata Strategic Manage- 
ment Group is of the view that to grab 
emerging opportunities, they need to de- 


Share Price Movement 





position in the 2009 The Analyst 500 rank- 
ing, climbing two places to emerge as the 
top company with net sales of Rs 5,251.20 
cr for the fiscal 2009 and posted a net 
profit of Rs 776.82 cr, an 11% rise com- 
pared to Rs 701.43 cr in the previous year. 
Analysts forecast that earnings should 
grow by about 10-14% over the next couple 
of years. Anti-AIDS drugs contributed 
maximum growth during the year. How- 
ever, Cipla’s unenthusiastic domestic 
sales growth is a cause for concern. Chair- 
man and Managing Director YK Hamied 
said that “the higher profits resulted from 
lower material costs due to a change in the 
product mix. Because of that, you will see 
a major factor (has been) that our mate- 
rial consumption has gone down consider- 
ably. So, material costs have gone down 
because the product mix has changed, and 
because the product mix has changed, the 
profitability is higher.” 


velop long-term strategy in interna- 
tional markets on an individual country 
basis. The industry should focus more on 
R&D and better productivity to capital- 
ize on the immense existing opportuni- 
ties, as the future is extremely promis- 
ing. There are chances that India is likely 
to join the global league of top 10 phar- 
maceutical markets by 2020. However, 
Jeffry Jacob predicts that only the com- 
panies which take cognizance of the fun- 
damental changes that the industry is 
going through and re-jig their strategies 
accordingly will be able to successfully 
navigate the future.s 

- N Janardhan Rao 
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Past: Chief Manager- Finance 
Company: ABG Cranes Pvt. Ltd. 
Profile: Candidates should be qualified 
Chartered Accountant working with 
manufacturing industry having 10-15 
years of experience having good 
communication & liasioning abilities. 
Exp: 10-15 

Location: Navi Mumbai 

Email: hrabgcranes@vsnl.net 





Post: Regional Sales Manager- West 
Company: GenX Infotech 

Profile: Experience in Wealth 
Management, selling 3rd Party 
products і.е.П, GI, MF, Deposits etc. is 
desired. 

Exp: 8-13 

Location: Mumba: 

Email: cv.genx@gmail.com 


Post: Accounts Executive 


Company: BBR (India) Pvt. Ltd. 

Profile: Ideal candidate shall be 
M.Com / B.Com with 5-10 years of 
experience in Accounts and Finance 
function of Medium / Large 
Manufacturing / Contracting Company. 
The candidate should be well versed 
with the accounting standards and tax 
laws. Thorough knowledge of 
Accounting software and MS-Office is 
essential. 

Exp: 5-10 

Location: Bengaluru 

Email: hrd@bbrindia.co.in 


Post: Finance Head 


Company: Vidur Developwell Pvt. Ltd. 
Profile: Should have at least 8 year of 
experience as Finance head with an 
experience in Settlement of disputes 
with Clients, Govt. and Statutory 
Authorities, etc. 

Exp: 10-15 

Location: Noida 

Email: suprabha@marionbiotech.com 












Post: Manager- Accounts 
Company: Lifelong India Ltd. 
Profile: Ideal candidate shall be СА / 
CA Inter / ICWA with minimum 5 
years of post qualification experience 
in Automotive / Auto Ancillary 
industries at plant level. Knowledge 
of MIS, Budgeting, Costing, monthly 
closure of accounts is also desired. 
Strong hands on experience in MS 
Excel is desired. 

Exp: 5-8, Location: Haridwar 

Email: 


anuragchowdhary@lifelongindia.com 


Post: Accounts Tally 9.2 & 





Computer Expert 
Company: Mahabal Enviro Engineers 
Pvt. Ltd. 

Profile: Excellent computer skills, 
Email, internet search, Word, Excel, 
Scanning, image processing having 
good typing speed. 

Exp: 4-9, Location: Mumbai 

Email: staff@mahabalenviro.com 


Post: Head- Соѕііпа 


Company: Thomson Press (India) Ltd. 


Profile: The incumbent shall be 
required to head the Corporate 
Costing Department. The candidate 
shall be qualified Cost Accountant 
(ICWA) with 12-15 years of relevant 
professional experience, part of 
which preferably in the printing 
industry. 

Exp: 12-15, Location: Faridabad 
Email: careers@thomsonpress.com 






Post: General Manager- Taxation 
Company: HDIL (Housing 
Development And Infrastructure Ltd) 
Profile: Will be required to lead the 
function of taxation, including direct 
& indirect taxes and the Compliance 
processes. 

Exp: 12-15, Location: Mumbai 
Email: hrd@hdil.in 








Post: Manager - Finance & 


Accounts 





Company: Suguna Poultry Farm Ltd. 
Profile: Required candidate shall be a 
qualified CA/ ICWAI (Fresher) OR 
CA(Inter) having 5-- years of 
experience / ICWA (Inter) with 7+ 
years of experience. Should possess 
good exposure to direct and indirect 
taxes. Candidates from FMCG / 
Manufacturing / Processing. 

Exp: 5-10, Location: Coimbatore 
Email: bhupesh@sugunapoultry.com 


Post: Manager- Collections Analyst 
Company: Bajaj Auto Finance Ltd. 
Profile: MBA from premier institute 
having relevant experience of 
managing loan product analytics may 
apply. 

Exp: 3-8 

Location: Pune 

Email: recruitment@bajajfinance.in 








Post: Sr. Manager- Accounts 
Company: Shree Venkatesh Films Pvt. 
Ltd. 

Profile: Wil be required to handle 
overall Accounts & should be B.Com. 
Exp: 3-8 

Location: Kolkata 

Email: saha_debapriya@yahoo.co.in 


Post: General Manager- Finance & 





Accounts 
Company: V - Trans (1) Ltd. 

Profile: 10-15 years of work 
experience in managing corporate 
finance and accounts. A strategic 
planner with cross functional 
experience in budgeting, working 
capital management, profit 
monitoring, finalization of accounts 
and development of MIS is desired. 
Exp: 10-15 

Location: Mumbai 

Email: careers@vtransgroup.com 
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Post: Sr. Manager- Special Asset 
Group 

Company: Adarsh Co-operative Bank 
Ltd. 

Profile: Will be required to manage and 
grow asset and liability product busi- 
ness of the special asset group, consist- 
ing of Government employees, Govern- 
ment institutions and Public sector insti- 
tutions. Will be expected to establish 
and manage relationship with special 
and high value clients to source direct 
asset business. 

Exp: 3-8, Location: Udaipur 

Email: jobs_corp1@adarsh-tw.co.in 


Post: Jr. Officer - Accounts 

Company: Nitco Ltd. 

Profile: B.Com/ M.Com with 5-10 years 
of experience in sales accounting atleast 
2-3 years at Branch level from any 
FMCG/ Consumer durables industry. 
Knowledge of SAP, Sales Tax, VAT is 
essential. 

Exp: 5-10 

Location: Gurgaon 

Email: careers@nitcotiles.com 





Post: Sr. Accountant 

Company: Manohar Filaments Pvt. Ltd. 
Profile: Ideal candidate shall be B.Com/ 
M.Com/ СА (inter/fresh) having good 
communication and analytical skills. 
Strong in documentation and query 
writing. Must have 15-20 years of 
manufacturing experience in senior 
position. Functional Knowledge of SAP 
B1 is desirable. Knowledge of MS office 
is desired. 

Exp: 15-20 

Location: Delhi 

Email: hr&ümanoharfilaments.com 


Post: Sr. Accountant 
Company: Ranoson Springs Pvt. Ltd. 

Profile: Should be able to work inde- 
pendently for finalisation of Balance 

Sheet & should be having knowledge 
and experience of Excise, Vat, Income 
tax, TDS, and service tax is must. 

Exp: 7-10, Location: Noida 

Email: ranosonjob@rediffmail.com 


Post: Finance Analyst- Oracle Finan- 


cials Support 

Company: Dell International Services 
Profile: Required candidate shall be 
B.Com Graduate, CA, ICWA, CS Inter 
(preferable), Oracle Certified in GL, АР 
FA modules. Overall experience of 6-8 
years having atleast 2-3 years in а fi- 
nance function and the rest in Oracle 
functional support team is desired. 
Exp: 5-9, Location: Bengaluru 

Email: tara_raghuraman@dell.com 






Post: Manager- Internal Audit 
отрапу: Suguna 












ry ; 
Profile: A qualified CA/ ICWAI or Semi 
Qualified CA/ ICWAI with 4+ years of 
relevant experience in Audit / F&A 
function. Must be conversant in English. 
Exp: 5-10 
Location: Coimbatore 
Email: vidya@sugunapoultry.com 


Post: Manager- Internal Audit 
Company: ICSA (INDIA) Ltd. 

Profile: Will be required to lead the 
Internal Audit team, prepare & update 
monthly/ periodical Audit Plan, schedule 
audits & ensure accomplishment of 
approved audit plan, initiate audits 
informing management & auditees. 
Exp: 8-12, Location: Hyderabad 

Email: sashmita@icsa-india.com 





Profile: Candidate should have either 
ICWA or CA degree and should be well 
versed with cost accounting especially 
in pharma industry. 

Exp: 8-10, Location: Baddi 

Email: suvinder.kumar@piramal.com 
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Post: Manager - Accounts 
Company: Piramal Healthcare Ltd. 


Post: Sr. Manager - Internal Audit 





B.Com, preferably ACA/CWA inter 
passed having minimum 12-15 years of 
experience in Internal Audit Department 
of a medium size manufacturing com- 
pany, out of which 5-8 years experience 
as head of Internal Audit Department. 
Exp: 12-15 

Location: Bengaluru 

Email: hr@jindalaluminium.com 






Post: Accounts Manager 
Company: Mold2Specs Plastic Pvt. Ltd. 
Profile: Any Graduate having an experi- 
ence in plastic molding line of at least 
2+ years in the industry may apply. 
Exp: 5-10 

Location: Noida 

Email: jobs@m2sinc.com 





Post: Asst. Manager- Accounts 
Company: Cox and Kings (I) Ltd. 
Profile: Will be responsible for Account- 
ing for cash outflow and inflow, gen- 
eration of monthly MIS for the ac- 
counts receivable & cost of distribution, 
Keeping a tab on the profit margin. 
Knowledge of internet banking & han- 
dling the bank reconciliations is desired. 
Should be strong in excel & MS office. 
Exp: 4-8 

Location: Chennai 

Email: careers@coxandkings.com 


Post: Asst. Manager- Finance / Corpo- 
rate Affairs 

Company: Titanium Tantalum products 
Ка. 

Profile: An exposure to corporate 
system & an experience in developing 
system and documentation is desired. 
Computer proficiency & high level of ex- 
posure in Excel and access to Project 
Report Preparation is desired. 

Exp: 5-10 

Location: Chennai 

Email: hr@titanindia.com 
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India’s Love for Gold 


A Rational Choice? 


uring the first week of November, a single, all-consuming 

news item grabbed the prime time screens of national 
TV channels and the editorial columns of newspapers—the 
selling of $6.7 bn by the Reserve Bank of India to buy 200 tons 
cf what Keynes termed the “barbaric relic of human irratio- 
nality”—gold. 

With the purchase of 200 tons of bullion—which is 50% of 
what IMF had originally planned to offload or, 8% of the 
world’s annual gold mine supply—from the IMF, that too, 
when its price is at a record high of $1,080 per ounce, India has 
indeed caused an ‘earthquake’ in the bullion market. 

Our Finance Minister proudly announced: “We have 
money to buy gold. We have enough foreign exchange reserves." 
If this statement of him is juxtaposed with his other observa- 
tion about the weaknesses of economy elsewhere— "Europe 
collapsed and North America collapsed"—one tends to con- 
clude the transaction as India's attempt to diversify its risk of 
holding world’s fifth largest global foreign reserves. True, gold 
“makes sense as an element that contributes 
to the diversification of risk in a portfolio”. 
But for that to happen meaningfully, central 
banks have to necessarily purchase gold in 
vastly larger quantities. As against this 
theoretical requirement, our current acquisi- 
tion of gold just raises the gold share to a 
mere 6% of the current reserves of $281 bn. 
This means, it hardly makes any dent as a 
risk management strategy. 

But the fundamental question is: At © 
what price? Is it that even central banks too, 
like any other ordinary Indian investor in 
gold, cannot resist the temptation of buying 
gold when the prices are at an all-time high and selling when 
the prices fall (a decade back, UK sold gold at the then 23-year 
low of $250 per ounce)? To better understand the irrationality 
behind the deal, it is desirable to look at what Zhang Yuyan, 
head of the Institute of World Economics and Politics in 
Beijing, said: “From the point of view of diversifying foreign 
exchange reserves, you can spend part of your money on gold; 
but if you want to increase the share of gold significantly, espe- 
cially when prices are so high—it’s unnecessary.” As he also 
said, gold has poor liquidity and pays no interest, while it 
costs a lot to store it safe. 

Having said that, let us examine what China is doing with 
its surging forex reserves that touched a staggering figure of 
$2,273 bn. China is the single largest investor in US treasur- 
ies, with a holding of around 23%. It started investing heavily 
in acquiring overseas oil fields, mines and such other assets 
globally as a hedge against falling dollar value. It is indeed 
building up an inventory of raw materials, even acquiring glo- 
bal brands and manufacturing assets as a strategy to keep its 
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export market in good shape to reap benefits once the glob 
economy bounces back to growth. 

There is yet another important question that merits ou: 
attention here: What constitutes our foreign exchange r- 
serves? They are not our economy's earnings, for our curre- 
account continues to be in the negative—the current ассош 
deficit being as high as 2.696 of our GDP. They are merely tt 
result of capital flows in the form of remittances and FII in 
vestments in our equity market. That being the reality, ou: 
current investment in a dead asset like gold—that too, revers 
ing its policy of steadily offloading gold since the 1990s— 
makes one wonder if it is not a mere ego-trip. 

Of course, a section of the press is arguing that such invest- | 
ment in gold is meant for strengthening our resources in the 
event of acrisis. And in support of their argument, they cite the 
act of our pledging gold in 1991 to borrow dollars from Bank of 
England to avert default on our international commitments, 
till the IMF loan came through. But the question is, if we had 
had then the equivalent of foreign exchange 
instead of gold, the very need for pledging gold 
would not have arisen at all. Indeed, the 1991 
crisis was a result of our acute and unsustain- 
able current account deficit, which we at- 
tempted to finance through capital inflows. 
No wonder, the same holds good for any future 
eventuality until we correct our current ac- 
count deficit either by increasing our exports 
or decreasing imports. 

In any case, investing in gold amounts to 
hoarding, and hoarding, according to John 
Stuart Mill, means “savings laid out for fu- 
ture use” and not ever being consumed, which 
results in ‘opportunity costs’. And such opportunity costs are 
prohibitively high if the hoarding is in the form of precious 
metals, for they do not yield any interest but incur storage 
costs. And the impact of ‘opportunity cost’ will be high in = 
country that suffers from woeful infrastructure. 

So, where does all this argument lead us to? It simply ten 
that if India, as the Finance Minister felt, has to really soothe 
the ‘outrage’ that Indians felt “when we had to pledge gold to 
the Bank of England just for borrowing dollars to support our 
imports,” it must: one, as a short-term measure diversify the 
reserves away from dollars—say into euro, yen or even 
renminbi; and two, as a long-term measure, use the reserves to 
strengthen the economy by investing in such activities that 
augment our productive base and in turn generate fresh 
wealth rather than investing in dead assets. 

This obviously calls for tough but wise political choices. 

- grk 
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Sticker Label Printer 
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. Barcode Label 
Address Label 
Packaging Label 
Carton Label 
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Store Label 
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For immediate delivery please contact: Ж 


Mumbai: Ms. Vishakha: 98706 41653 Delhi: Mr. Deepak Malhotra 9350581289 Kolkata: Mr. T. D. Chowdhary 9830733142 Chennai: Mr. K.S. Vijaykumar 9382123281 
Pune: Mr. M. Niranian 9372626381 Chandigarh: Mr. Mandeep 9316551289 Ranchi: Mr. Roy 9386308088 Hyderabad: Mr. Kanakraj 9391056891 

Nagpur: Mr. Dashore 9373112523 Jammu: Mr. Kavadia 09419101841 Cuttack: Mr. S. Ganguly 9437511801 Vishakapatnam: Mr. Tirumala Rao 9393113989 
Goa. Mr. Manish 9371277123 Jaipur: Mr. Manoj Agarwal 9352910190 Patna: Mr. Swaroop Banerjee 9334112798 ^ Bangalore: Мг. H. К. Rajesh 9341284753 
Ahmedabad: Mr. Ashish: 9375690465 Lucknow: Mr. A.S. Chauhan 9305584050 Guwahati: Mr. H.J. Bharali 9435104496 Cochin: Mr. C. Nedunadi 9388617965 

Indore: Mr. Kamalkant Samadhiya 9304473771 Dehradun: Mr. Rajesh Kavadia 9411716714 Coimbatore: Mr. T. Thiagukumar 9842295730 
Raipur: Мг. A. Chatterjee 9300202750 


Procuct from : Brother International (India) Pvt., Ltd.& Brother Internationa! Corporation, Japan 
Marketed by Kores (India) Limited 

Kores House, Plot No. 10, Off. Dr. E. Moses Road, Worli, Mumbai 400 018. 

Tel No.: 4097 4444 | 4097 4460 Fax: 4097 4440 
E-mai!:enquiry@kores-india.com Website: www.kores-india.com 


for More Information, 
call us on Toll-Free No.: 


1800 229 777 








